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PHoSPHAGENICS ANNUAL ReporT 2004

tis with great pleasure that | present the
Phosphagenics Annuo! Report for the yeor ended
31 December 2004,

2004 was a watershed year for Phosphagenics.
We changed name (from Viral Capital 1)), a
major ocquisition was finglised, the Company was
testructured ond, importarly, significant commencial
and scientific milestones were achieved.

Structural

The acquisition of olt outstanding shares in Vital
Health Sciences (VHS) allows Phosphagenics’
shoreholders o capture the full value of the
considerable intellectual property held within VHS.
In oddition, it figgered a number of major structural
changes to Phosphagenics.

Phosphagenics relinquished ifs Pooled Development
Fund (PDF) stotus on 16 December 2004, This
step occurred os a direct result of our acquisition of
aft the stock held in Vital Health Sciences. Pooled
Development Funds are highly restricted in a
number of commercially important areas. Your
Directors took the view that we had outgrown our
PDF status and the change took place accordingly.

We listed on the Altemotive Investment Market
(AIM) in London in July. The strategic importance
of the listing was clearly illustrated towards the end
of the yeor when we successfully roised AS3.9
million of equity funds through placements in the
UK market. Shareholders can now be assured thot
we hove sengthened our links fo the global
phomaceutical ond nutraceutical morkets through
this dual listing.

As a result of these changes, Phosphagenics is
now a focused ond growing pharmaceutical
and vitamin company with a structure thot best
supporfs our drive to commerciolise our
patented technologies.

Personnel
During 2004 Phosphagenics also strengthened
ifs Board and management team.

Two new Nor-Executive Directors, Professor John
Mills and Mr Michae! Preston were added to the
board.

Professor Mills is CEO of Advanced Diagnostic
Concepts ond holds professional appointments-at
Manash University and RMIT. He recertly retired
after 10 years os Director of the Macfarlane Bumet
nstitute for Medicol Research. He has published
more than 200 scientific arfides and has been o
consultant to industry and govemments, the World
Health Organisation and United Notions.

Mr Preston s a principal partner and founder of
Alberdate & Co, an FSAequlated corporate and
business odvisory firm based in London with an
office in the US. He hos extensive experience os o
financicl and strotegic advisor to many growing
companies in both countries.

Mr Horry Rosen, another of your Directors,
accepted the position of President of the
Company. Harry spent a considerable omount of
2004 representing Phosphagenics in the US and
London and was instrumentl in our successful
AIM lising.

Or lan Pottison joined the Company in April 2004
os Managing Director. Dr Pattison was previously o
Director and Senior Executive with Cognis
Australia, Business Director of Cognis worldwide
Carotenoid Business Unit and Director in charge of
Cognis Nutrition and Health product range
throughout the Asia Pocific region.

Working with Horry ond lan during the yeor was
Or Esra Ogry, Vice-President of R&D ond Bruce
Butler, Vice-President of nutraceuticals.

Phosphagenics now hos a senior executive team
with proven expertise and experience in delivering
international commercicl outcomes from
Australian science.

Finoncial position
In oddition o the AS3.9 million raised through
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placements in London, your Company reported two
other pleasing cash injections throughout the year,

The first was the onnouncement of our successful
opplicotion for an Australian Govemment Aus
Indusiry R&D START Grant to ossist the funding of
our Phase | and Pre-Phase Il human trials for the
transdermal delivery of morphine for pain monage-
ment. The gront totals AST.7 million and will match
dollor for dollor the expenditure by your Company.

The second was the exceptional uptake of our
Shareholders Purchase Plan in November. We raised
more thon AS2.1 million from 547 existing
shareholders — this represented 15 per cent of
our shareholder base.

Our strong cash reserves enabled us fo
accelerate our R&D and commerciafisation
programs, both in the vitamin and
pharmacevtical divisions of the Company.

Your Board is sofisfied that the restructuring that |
have outlined in this report will enable the
Company to take full advantage of the excifing
intellectual property that we hold.

| commend the balonce of the Phosphagenics
Annwal Report for 2004 to you.

Associate Professor: Andrew Lancelof Vizard
CHAIRMAN
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Managing Director’s Report

PHosPHAGENICS ANNUAL ReporT 2004

hosphagenics Limited made significant
Pprogress in 2004 ond | hove great pleosure

in detailing these achievements.
The tronsformation of the Company from an
investment vehicle to o focused biotechnolagy
Company has been covered in our Chairman’s
report. | will report on the details of the
operations of the Company in the areas of
personnel, commercialisation, research and
development, production ond science and provide
an outlook for 2005 for shareholders.

Personnel

We mainteined our dedicated R&D teams in the
Department of Biochemistry ond Moleculor Biology
at Monash University’s Clayton compus who
continued to work on the biclogicol research and
testing of our praducts and our teom af Victorion
University of Technology (VUT) who explored
fundamentat phosphate chemistry.

Towards the end of the yeor we consolidated our
staff into Monosh University for reasons of
convenience and communications. We thank YUT
for the successtul collaboration that provided
arucial process development from the early days of
Vitol Heclth Sciences.

At Monash we moved into larger laboratory

-+ space, increcsed our stoff and invested in
additional equipment ond development
resources. We now have o research team of
seven PhDs and three graduates working in our
R&D orea and at our Brooklyn, Melbourne
process development facility.

The Company’s Scientific Advisory Board was
strengthened with the addition of three scientists
of world renown.

Professor Angelo Azzi is a wellrecognised
internationol outhority on atherosclerosis and is
the author of more thon 400 peerreviewed orficles
in scientific journals. In addition to many consulting
positions he has ols heen an invited speaker to
more thon 200 internationol meefings.

Professor Azzi is currently Professor and Director of
the Institute of Biochemisiry end Molecular
Biology af the University of Berm, Switzerlond.
During 2005, Professor Azzi will be based of Tufts
University in Boston os an honorary professor and
visiting scientist.

Professor Ishwarlol Jialol, a physicion ond an
internationally-renowned specialist in human
nutrition, is considered one of the fop three
international research leaders in the oreas of
Vitomin £, cordiovosculor diseose ond dicbetes.
He is hased in the University of Californin,
Davis (UCD Medical Centre at UCD outside of
Sacramento, California.

Professor Jialal hos featured in more than 200
scientifically reviewed publications ond hos
received more than 70 gronts, many involving
millions of dollors, from the National institute of
Health in the US. He sifs on many editorial boards
including that of the prestigious American Journct
of Clinical Nutition.

Professor Fronk Ng is on Honorory Professor of
Biochemistry and Moleculor Biology at Monosh
University and has been involved with medical
science, heolth and nutrition and education for
more than 30 years. He is a member of the
Monash University of Academic Board and Medicol
Faculty Board, hs published more than 100
scientific papers and is experienced in the phased
development of pharmaceuticals.

Professors Jiatal, Azzi and Ng joined the founder of
our core techinology and Chairmon of the Scientific
Advisory Boord, Dr Simon West, also a Monash
University faculty member in the Deportment of
Biochemistry ond Molecular Biology, to maintain
and enhance the level of scientific rigour across the
Company’s aperations.

Commercial

US-hosed Zila Nutraceuticals commitied more than
USS6 million to the Narth American launch of Ester-
E, better known to Phosphagenics’ shoreholders os
our own Vitamin £ phosphate.

Zilo is o Nosdagdisted compony and our agreement
covers the US, Canoda ond the Indonesion diefory
supplement morket.

Under this agreement, Phosphogenics Limited
received USS500,000 in the first contract year
ending 31 July, 2004. Ongaing royalties of between
10 per cent and 17 per cent of sules ose backed by
guaranteed minimums in each confract year.

Zilo hos been very successful with its EsterC product
copturing 10 per cent or around USS30 million in sales
to the North American market. The expectation is for
greater soles into the supplement market with EsterE.

Veteran falk show host Larry King was retained as
the spokesperson for Ester-E. Promotional outlets
included the CBS Fvening News with Dan Rather,
NBC Nightly News and the Todoy Show.

Another commercial controct, signed in 2003, is
with US bosed International Specialty Products
(15P). This is o global agreement for exclusive
distribution into the personal care market. ISP is
a major supplier of ingredients fo the world’s
leading personal core hrands induding Revlon,
Clasiol ond Colgate.

The branded product for sole into this market
segment is known as Vital ET. A greot deal of
promotion has occurred with product lounches in
the US, Brazil, Itely, China, ond the UK. A product
with Vital ET active will be on sole in Australia in
early 2005.

We ore very posifive towards the olfionce with 1SP
and its marketing efforts with Vita! ET to ochieve
reformulation of international product lines. The
efficocy of our product in a number of dinicol trials
has confirmed its high degree of aftractiveness to
this market segment.

We will continue to work dosely with our
esiablished nutraceutical partners, ISP and Zila.
Both are leading companies in their respective
areos of personal care and dietary supplements.
We expect further increases in their sales with the
assuronce of increased income o Phosphagenics.

Qur major development targets in Nutraceuticals
are to extend morket coverage in the dietary
supplement market to other global regions and
info the faod market. Also to extend our range of
nutraceutical products with the completion of
evaluative work currently in progress.

We ore actively progressing regulatory approvel and
infroductions to mojor faod companies. One major
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international food group fested our product over the
course of 2004, This has been successful and is
extending into more advanced evaluation in 2005.

Research and Development

A major focus was the progression of our
transdermel drug delivery platform technology thot
is designed to efficiently deliver drugs through the
skin {with no iritation) using our octive TRV,
rather than by the alternatives such as injection or
oral edministration.

A development program was submitted fo the US
FDA (o global authority in the pharmaceutical
industry) and we committed to undertoke Phose 1
human testing. This progrom was underway at the
end of the yeor.

Previous animal studies conducted by Phosphagenics
have proven that our patented fransdermal
technology can deliver morphine through the skin,
such that anolgesic effects con be sustained for up fo
six hours fallowing a single administration.
Prolonged analgesio and the avoidance of side
effects inherent with orc! administration, such as
stomoch cramping and constipotion are the cims of
aur delivery system. The globol marphine market is
curently valued at USS450 million per annum with
no transdermal defivery possible. The only ovarlcble
transdermal painkiller is the opiate analog
Fentanyl™ with sales of US$1.3 billion per annum.

As our Chairman reported, the submission of our
development program for tronsdermal delivery of
morphine for pain monagement o Ausindustry
(Australion Govemment) was successful in
obtaining an R&D START Gront. The grant tofals
AS1.7 million end matches doflar for dollar
expenditure by Phosphagenics on Phase | and
Pre-Phase 11 human tridls. Receipt of this gront
represents validation of our drug development
program by a rigorous Commonwealth

feview committee,

Another major focus of our R&D activity was the
development of the underying science and heart
health benefits of our Vitamin E phosphate, and
the drug grade product APA01. The University of
Bern (Switzerdand), University of California, Dovis
(US) and Monash University (Australio) had
commenced mojor animal rials by the end of 2004,

The animal rials are an extension of our previous
in vitro studies thot demonstrated APA-D1 directly
inhibits the main aggrovating elements in the
progression of heart disease. Approximately one
million people die from heart disease in the US
alone each year,

C
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Additional research will focus on the ability of
APA0 to improve the absorption and efficiency
of stetins (the world's lorgest sefling drugs,
used for preventing heart disease by reducing
blood cholesterol).

In 2004, we were also pleased to confirm a
milestone partnership with the Boker Heort
Research Insfitute in Melboume to develop o
potential drug for diabetes and cordiovascular
disease. We look forward o the progress of this
collaboration in 2005.

Process/Production/Products

An important step forward in our production
capabifity was the successful construction ond
commissioning of o purpose built smalkscale
reactor for the production of bose tocopheryl
phosphote product.

This plant encbled further development of the
underlying know-how and production art, It was
also used for the production of our drug-grade
product, under Good Manufacturing Practice
conditions, for our medical trigls.

Science

In May 2004, Phosphagenics Vice-President of
Research and Development, Dr Esra Ogru, in
conjunction with Professor Azzi, made the first
international presentation of our science.

This was on address to a New York Academy of
Science mesting bosed ot Tufts University in
Bostan followed by @ poster presentation, The
conference of 260 delegates had gathered o gain
new insights into the function of Vitamin £ ond to
develop directions for forward research,

Qur poper was on the modulation of cell prolferation
and gene expression by tocophery! phosphate with
spacific relevance to atherosclerosis and inflommation.

The presentations were well received and resulted

in an invitation fo publish o paper in the presfigious
New York Academy of Science’s Vitamin £ Review,
further endorsement of our science.

Other papers accepted for publication in 2004
were in the presfigious internationa! journals
Biochemical Biophysical Research Communications
(BBRC), International Union of Biochemistry and
Moleculor Bilogy (IUBMB) and Free Radical
Biology and Medicine (manuscript submitted).

Outlook
In 2005 we will progress and complete our Phose
1 human triol on the fransdermal delivery of
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morphing. Following this, we will submit on
Investigationa! New Drug {IND) application to the
FDA (US) and look to start pre-Phose 1, dose
ranging ond efficacy studies. We will also reach an
evaluation point with the major global pharmaceutical
company that is currently testing our product for
the ronsdermal defivary of a ronge of drugs.

We will cim to extend the application of our
platform technology to other Active Pharmaceuticol
Ingredients (APIs) through proof of concept tesfing
in both oral and transdermal applications.

Phosphagenics will also ramp up studies directed
at further developing the anfi-utherosclerotic
properties of APA0Y by completion of the invivo
screening in relevant animal models. We then qim
to submit en NiH grant application in collaboration
with UC Davis and Tufts University (bath in the
US) to progress this work to human studies.
Importontly we will commence smalkscale human
studies to ossess the anfiinflammatory properties
of APA01 dlone end in combination with stafins.

In the nutraceuticol area, we intend fo obtain
"generally-ecognised as safe” (GRAS) approvel in
the USA and TGA approval in Australia. This will
allow sales to the food market in the US and to
the supplement market in Australic. We will also
extend our commercicl arrangements for
supplement soles to outside the North Americon
market. New products under development will be
infroduced fo prospective customers.

To provide the supply base for these activities we
will build o larger production reactor and ancillary
equipment and put in place amangements for the
installation and operation at an existing Good
Manufocturing Proctice contract facility in Australia.
This will ensure we can meet expected future
soles volumes.

Phosphagenics Limited is going through on
exciting stage of evolufion and we look forward to
achieving our targets in 2005 ond adding volue
for our shareholders.

Dr lan Grant Pattison
MANAGING DIRECTOR
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Phospagenics - Year in Review
FiNaNGiAL 2004 2003
Net Assets
Per Share 22.6 cents 17.1 cents
Amount 113,222,855 $29,383,188
Operating Results
o _ 8148260 __ 2461400
represented by :
Non-Cosh ems :
() Non-Current Unlisted Securities:
Net equity accounted losses/Amartisation (1,700,764) (1,877.,518)
Directors downward voluotions - {62,032
(i) Current Listed Securiffes:
Unredlised Gain on Investments - 13,754
Reofised Guins/Losses on Investments 19,488 70,000
{iii) Depreciation 21,401 (23,943)
(iv) Total Non-Cash Items (1,702,677} (1,879,739
Net Cosh Htems (1,445,584} {781,862)
4 ___3mm @
Asset Revoluation Reserve
Non-cusrent Unlisted Securities
Upward valugtion - 12,285,472
Writeoff (3,029,832 -
Distribution-in-Specie _ (Bo42399) -
Securities : Morket Prices
Shares (POH) 30.0 cents 22.0 cents
Options (POHOB) 17.0 cents 12.0 cents
Morket Capitolisation $149.95m $45.1 m
Issued Securities
Shares (POH) quoted 499,834,011 172,100,867
Options (POHOB) quoted 59,696,177 60,168,148
Equity Raising
Exerdise of Options $94,394 $2,104
Share Purchose Plon 2,119,860 -
Placement 4,540,726 5,235,500
Strip Acquisition 89,188,271 -
Copital Raisings Costs (912,927 (286,751)
___ 595030324 4750853
MovEMENT IN CARRYING VALUE OF INVESTMENTS HELD AT 31 Decemeir 2004
The only investment held o ot 31 December 2004 was the 100 per cent interest in Vitol Heolth Sciences Limited
Units Held Volues $
Opening
1 Janvary 2004 507,714 18,900,301
PLUS Acquisitions
31 December 2004 877,100 89,188,271
Sub Tatal 1,384,814 108,088,572
LESS Equity Accounted Losses
01/01/04 10 30/12/04 - (1,680,573
Closing : 31 December 2004 E 106407999

Divestments During the Year Ended 31 December 2004 -Petrecycle Limited

The Company disposed of its direct equity holding in unquoted Pefrecydle Limited vi o 1:10 distributionin-specie o shareholders in February 2004
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Year in Summary

4

The following is o summery of moterial events end
announcements made during 2004. For o fullfist of
releases by the Company go to the Company's
website of to the Australion Stock Exchange website,

19 Jonuary ~ New Heart Disease Drug
29 lonyory  Genercl Mestiny
o Change of name
o Approval fo acquire Vital
Realth Sdences Limited
19 Februory ~ Letter to sharsholders
summarsing the corporate
restuciure
27 February  Distibution-in-Specie of the equity
investment in Petrecycle Limited
27 February  Yeor 2003 Prefiminary
Final Report
5 March Aopointment of Dr | G Pattison
0s Managing Director
18 March  Chenges to Boord of Directors
5 Aprl Morphine skin patch fridls
13 Apl Newslatter to shareholders
26 April Release of Annual Report
5 Moy Trials in Heart Tregtment
26 May Company to seek UK.
A Listing
27 Moy Annual General Meeting —
Chairman ond Manoging
Director Reports
2 luly Admission to UK. AIM
26 July Expands Sciemific Advisory Board
28 luly Newslatter fo shareholders
29 luly Company’s shares quoted
on UK AM
10 August  Patented Vitamin £ on sole
in USA
16 Mugust  HolfYeor Report ond Accounts
8 Ocober ~ Meeting with U.S. FDA re new
morphine product
12 October ~ Heart Disease Prevention fridls
27 October  Release of Cohen Indspendent
Research Group Report
79 October  Newsletter and Share
Purchase Plan
3 November  Further U.K. equity plocement
17 November  Baker Heart Research
Institute Alliance

Major global pharmaceutical
company endorses Company's
sdence

23 November

C
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8 December  Lefter to shareholders re
survender of Pooled Development
Fund registration
15 December  Ausindustry R&D START Grant
17 December UK. equity plocement
17 December  Surrender of Pooled Development
Fund registrotion
31 December  Completion of ccquisition of Vito!
Health Sciences Limited

SHAREHOLDER INFORMATION —
NISCELLANEOUS

Pooled Development Fund Registration

As advised to members, in writing, in December
2004 and February 2005 the Company
relinquished its Pooled Development Fund
registration on 16 December 2004,

#s noted in the 28 February 2005 letter to
shareholders cnd in occordanice with the Pocled
Development Fund Act and the Income Tax
Assessment Act it is noted that the first ade in
the Company’s ordinary shares on the official fists
of the ASX was on Friday 17 December 2004 o
34 cents o share. The Company was advised that
for toxation purposes this price becomes the
deemed ocqisition price for the shores held by
the Company’s shareholders recorded in the
Register of Members at close of husiness an
Thursday 16 December 2005. Under the
legislation shareholders cre deemed to hove
disposed of their shores in the Company as o PDF
and to have immedictely ocquired their shares in
the Company as o nonPOF. The deemed disposa!
ond coquisition of shares hoving occurred in
conjunction with the surrender of the POF
registration on 16 December 2004.

Compliance and Corporate Governance

Over recent years the ASX introduced protocols
for good corporate governance pracfices through
its Corporate Governonce Counct and, in
conjunction with AusBiotech o Biotech Reporting
Code Committes.

The former has produced its “Principles of Good
Corporate Governance and Best Practice
Recommendations” which are now mandoted

or listed companies to put info practice or
report on reasons for non-complionce. Members
are referred to the Compony’s corporate
govemonde statement.

With regard to the Biotech reporfing the
Committee has released o draft discussion paper
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on motters that the Committee considers should
be reparted to shareholders and investors relative
to better understanding biotechnology companies.
The Committee hopes to have in place its final
recommendations in the second holf of 2005.

The Biotech Committee's draft paper has
identified the following os ares of importonce in
ynderstonding ond evaluoting biotech companies
which have o unique set of stages of
development ranging from concepts through to
commerciol development:

 R&D Activities
- Patents (granted and filings)
» (linical Tricls and Regulatory Considerotions
» Key Staff Appointments
* Periodic Reporting of Activities and Cash Flows
o Licensing, Partnerships and Aliances
* Terminology
« (orfidentiolity Agreement
o Scientific Advisory Support

Your Boord of Diectors fully supports the
ohjectives of bath the Council and the Committee,

In the areo of complince the chonges in reporting
arising from the CLERP 9 chenges to the
Corporations Act will be reflected in future half-
yearly ond annual reports as will the introduction
of the Intemation! Financic! Reporting Standards.
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Title

Description

(ountries

Recovery of Chroman Derivotives

Novel process for recovering a concentrate of
chromansfrom a disillate containing chromans,
Chromans includes tocopherols and tocotrienals.

Granted - US, Pending other countries

Improved Process for Phosphorylation
and Compounds Produced by this Process

Process for phosphorylating a range of drugs
and nufrients

Granted - Australia, US, Pending other countries

.Formuluﬁon {onfaining Phosphate
Derivatives of Electron Transfer Agents

Formulation of mono- and di- electron tronsfes
agent phosphate dedvatives, induding where the
mong- and di- electron transfer agent phosphate
derivatives are derived from focopheral.
Administration of the formulotion to subjects,
including topicol administration.

Gronted - Austrolio, Pending other couniries

Complexes of Phosphate Derivatives

Complexes of phosphate derivatives of one or more
hydioxylated actives (including electron transfer
agents and tocopherol), Hydroxylated actives indude
drugs, vitomins and health supplements.

Granted - Australia, Pending other countries

Dermal Therapy Using Phosphate
Derivatives of Electron Transfer Agens

Treatment of skin conditions through topical
adminisiration of o cosmetic or phormaceutical
formulution comprising one or mote complexes
of ane or mare phosphate derivatives of
electron tronsfer agents.

Granted - Australia, Pending other countries

Micronutrient Phosphates as Dietary
and Health Supplements

Supplementing a subject's infake of a micronutrignt
thiough administering vitamin phosphate derivatives
or complexes of phosphate desivatives of vitamins.
Covers administration through dietary or health
supplements and functional foads.

Granted - Australia, Pending other countries

Maodulation of Vitamin Storage

Administration of phosphate derivatives of vitamins,
or complexes of phosphate derivatives of vitamins,
50 05 fo couse an accumulation of stored vitamin

in the torget fissue.

Granted - Australia, Pending other countries

Transdermal Transport of Compaunds

Topical formulations comprised of effective skin
penetrating amounts of one or more phosphate
derivatives of pharmaceutical hydroxy compounds
and on acceptable carrier. Includes estrogen,
estradiol, testosterone, nfroping, morphine.

Granted - Australia, Pending other countries

Carrier

incorporating a pharmaceutical or pharmacologically
active compound in o carrier comprising an effective
amount of one or more complexes of o phosphate
derivative of o lipophilic compound.

Pending
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Title

Descripfion

Countries

Phosphates of Secondary Alcohols

Novel phosphates of cholesterof lowering drugs ond
other important pharmaceuficals, such os
anfidepressants,with improved bioavailability.

Pending

Compounds Having
AntiProliferative Properties

Inhibiting accurrence of ane or mare of the fallowing
by administering an effective amount of one o mare
phasphate darivatives of ane or mare electron
transfer agents:

a) profiferation of monocytes/macrophages

b) profiferation of smooth muscle cells

¢} expression of (D36 receptors

d) uptake of oxidized (DL
Mleviating,/reafing /preventing atherosclerosis.
Aleviating/eating/preventing dibetes.
Alevioting/treoting/preventing Alzheimer's disease.
Inhibiting occurrence of plague formation in the
vosculor system.
Altevioting inflommation associoted with eccurrence
of one or more of e,b,¢, or d (obove).

Pending

Phosphate Derivafives

Novel phosphate compounds from aldehydes with o
phenolic hydroxy group, and use of for improving
bioavailability. Coverage includes propofol and
improvement of the delivery of this angesthelic.

Pending

Phosphate Derivatives of
Pharmaceuticol Products

{omplexes of phosphate derivatives and phosphate
derivatives of drugs with a phenofic hydroxy group,
including opioids ond steroid hormaones.

Pending

Alkaloid Formulotion

Formulations containing reaction products of one
or more alkalaids with one or more phosphate
derivatives of one or more electron fransfer agents.

Pending

Carrier for Enteral Administrafion

Provisional Filed

Transfer Proteins

Provisional Filed

Compounds Having Anticancer Properties

Provisional Filed

Compounds Having B-amyloid Toxicity
Inhibiting Properties

Provisional Filed

Compaunds Having Lipid
Lowering Properties

Provisional Filed
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Financial Report

> Directors’ Report

FoR THE YEAR ENDED 31 DECEMBER 2004

The Board of Directors of Phosphagenics Limited have pleasure in submitting the financil report of the Compony for the year ended 31 December 2004 and report
as follows:

DIRECTORS ,
The nomes and particulars of the Directors of Phosphagenics Limited in office at any fime during or since the end of the year:

Associate Professor Andrew Lancelot Vizard {Aged 46 years) BVSc {Hons) MVPM

Independent Director since July 1999 and Chairman since October 2000

Last re-glected May 2003

With @ background in research and ogricultural cansulancy, Professor Vizard is the Senior Consultant with ond former Director of the Mackinnon Project at the
University of Melbourne. This enterprise s recognized as a leader in defivering proctical advice to farmer and agrbusiness an a wide range of ogricultural and
economic issues. Professor Vizard is the author of over 50 scientific papers.

Professor Vizard is currently a Non-Executive Director of Ridley Corporation Ltd, Animal Health Austialia Ltd, Primesafe, the Austrafion Sheep Industry Cooperative
Research Centre and the Zoological Parks and Gardens Board of Victoria. He also sits on the Scienific Advisory Board for the Hermon Slade Foundation.

Professor Vizard is ¢ member of the Company’s Audit, Complionce and Corporate Governance Committee and is the Company's representative on the Boord of
Directors of the Vital Health Sciences Ltd group.

Harry Rosen (Aged 57 years) B.A. (Psychology), LLB.

Executive Director appointed to the Boord in June 1999

Lost re-glected May 2004

Mr Rosen is an Executive Director of Phosphagenics Limited and is a procticing lawyer. He is one of the founders of Betatene Limited and Denehurst Limited, fwo
formerly ASX fisted companies which commercialised significant research and development. Betatene is the world's lorgest producer of aatural betg caratene. After
the purchase of Befatene Lirited by Henkel Corporation, Mr Rosen served as Vice-President, Corporate Development, As o Vice-President of Henkel Corporafion, he
worked for o number of years in the USA in the nutrifion and health core industries.

Mr Rosen hos consulted to many technology companies assisting them with the commercialisation of new technologies. He has hod significant experience in the
oreos of seed copitol roising, stock exchange listings, foxation and corporate fow. Mr Rosen groducted from the Australian Notiono! University
(B.A-Psychalogy) in 1970 and Melboume University (LLB) in 1973.

Mr Rosen has an equity interest entitlement in and is a Director of Petrecycle Limited.

Dr tan Grant Pattison {Aged 54 years) BSc. (Hons) PhD.

Managing Birector since March 2004

Last re-elected May 2004

Prior 1o joining Phosphagenics Limited Or Pottison was the Asio/Pacific Director in chorge of the Nutrition and Health Division of Cognis, o lorge German based
specilty chemical company.

Previously he was Managing Director of Betatene, an innovative Australian company, which has led the world in the production ond sale of natural betocarotene
from clge.

Dr. Pattison’s eorlier career was in the Austrafian mining industry i various research, operating, enginesring, markefing and manogement positions. He graduated
from the University of Melbourne, with BSc (Hons) and PhD.

Dr Pottison was appointed as Managing Director on 4 March 2004 and is o Director of Vital Health Sciences Limited.
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For THE YEAR ENDED 31 DECEMBER 2004

Jonathan Lencelot Addison (Aged 52 years) B.E¢ (Tos), ASIC, CFTP {Snr)

Independent Director appointed November 2002

Last re-elected May 2003

fr Addison hos over 27 yeors in the investment manogement industry, including wide experience in superannuotion. Cumrently he is the Fund Manoger of the Ment
Industry Employee Superannuation Fund ("MIESF™) whom he joined in June 1999 ond where he is responsible for the overall management of MIESF.

MIESE, @ self-odministered industry superannuation fund established in 1981 which operates nationally, currently holds 21,800,000 shares in Phosphagenics
Limited being 4.36 per cent of the Company’s issued voting shore copital.

Prior to his appointment to MIESF, Mr Addison was a Director and Asset Consultant within the Corporate Finance section of PricewaterhouseCoopers ond in this role
was responsible for establishing an investment cansulfing practice with clients renging from superannuation funds to insurance funds and funds managers. Prior to
thot, he was Manoger investment Consultant ot Sedgwick Noble Lowndes.

Mr Addison is the Chairman of the Company’s Audit, Compliance and Corporate Governance Committee.

Mr Addison lso holds Nor-Executive Birectorships with Austcorp Copital Funds Manogement Limited, African Enterprise Limited, Ceramic Funds Management Limited
and Hawksbridge Limited.

Professor John Mills (Aged 64 years) 85, MD, FACP, FRACP

Independent Director since March 2004

Lust re-elected May 2004

Professor Mills recently stepped down after 10 years os Director of the Moctarlane Bumet Institute for Medical Research, Australia’s premier communicoble disease
and public health teseorch institute.

He curently hold professoriol appointments ot Monash University and ot RMIT. Professor Mills is olso Managing Director of Advanced Diagnostic Concepts Lid., o
consulting physicion at the Alfred and Austin Hospitals and o Nor-Executive Director of GBS Venture Partners Ltd and Norhex Life Sciences Limited.

Professor Mills has published aver 200 scientific articles and has served as o consultant to industry ond govermments, the Word Health Orgonization and the
United Notions.

Professor Mills is o member of the Compony’s Audit, Compliance and Corporate Governance Committee.,

Michael David Preston {Aged 59 years} M.A., FCA.

Non-Exetutive Director since 8 November 2004

Mr Preston is o principal parmer and founder of Alberdale & Co., an FSAtegulated corporate finance and business advisory firm based in London with offices in USA.
Mberdale specialises in media, technology and fife sciences and manages a high technology venture capital fund concentrating in iffe sciences.

Mr Preston was previously o founder of Sterfing Publishing Group PLC, o business publishing company that wos publicly listed in London in 1985, He was olso o
founder of the Broad Street Group PLC, o marketing services company that was publicly listed in London in 1986 and eventually acquired by the French group BDDP
Mr Preston has extensive experience as a financiol and strategic adviser to many growing companies in the UK and USA. He is o Fellow of the Institute of
Chartered Accountonts in England and Woles and shares his time between New York and London.

Steve Korman (Aged 47 years) B. Ec., LLB.

Former Non-Executive Director from 31 October 2002 to 11 February 2004

Formerly Executive Director ond Monoging Director from 23 October 2000 to 31 October 2002

Mr Xorman resigned as a Director and as a member of the Audit, Compliance and Corporate Governance Commitiee on 11 February 2004.
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Aan David Fisher (Aged 51 years) B.Comm, FCA
Former Non-Executive Director from 23 October 2000 to 18 Morch 2004
Mr Fisher resigned os a Director and as @ member of the Company’s Audit, Compliance & Corporate Commitfee on 18 March 2004.

Peter John Lewinsky {Aged 50 years) B.Ec, FCA, FSIA, MBA
Former Non-Executive Director from 7 June 1999 fo 18 March 2004

Mr Lewinsky resigned as a Director and as a member of the Company’s Audit, Compliance & Corparate Governance Committes on 18 March 2004,

Dr Simon Michael West (Aged 61 years) Dip. App. Chem., B.S¢., D.App.Sci {Honorary)
Former Non-Executive Director from 7 June 1999 to 18 Merch 2004
Dr West resigned as a Director on 18 March 2004.

Professor Anthoay Stuart Rebuck (Aged 66 years) M8, BS (Hons), MD, FACP, FRCPC, FCCP
Former Non-Executive Director from 18 March 2004 to 9 September 2004
Professor Rebuck resigned os a Director on 9 September 2004.

DiRecTORS” MEETINGS
The foflowing meetings were held during the year ended 31 December 2004:

Full Board Audit, Compliance Share
Meefings ** & Corporate Governonce Mlotment
Committee Meetings Committee
Directors Number Held Number Number Held Numnber Number Held Number
Attended Attended Attended
AL Vizord 9 9 4 4 4 4
H. Rosen™* 9 5 * * * *
S Korman 2 2 * * * *
A D Fisher 3 3 ] 1 3 3
P Lewinsky 3 3 | | 3 3
S M West** 3 2 * * * *
J L Addison 9 9 3 3 4 4
M D Preston 1 1 * * * *
A'S Rebuck 5 5 * * * *
1 Mills 7 ] 3 3 * *
| 6 Potfison 7 7 * * ] ]

All mestings require the presence of any two Directors to form a quorum,
* Not members of tis committee for the year ended 31 December 2004,
** Massrs H Rosen and 5. West were granted leave of absence whilst overseas for three meetings.
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FoRr THE YEAR ENDED 31 DECEMBER 2004

PRINCIPAL ACTIVITIES
The principaf activities of the Company have been the investment and the provision of capital, management skills and commercial experfise to encourage the
formation and development of Australion small and medium sized businesses within the guidelines of the Pocled Development Fund Act, 1992.

On 16 December 2004, the Company surrendered its Pooled Development Fund status. In accordance with the Pooled Development Funds Act and the Income Tox
Assessment Act it is noted that the first frode in the Company’s ordinary shares on the official lists of the Australian Stock Exchange Limited on Friday 17 December
2004 waos 34 cents o share. The Company is advised that, for future tuxation purposes, this price becomes the deemed acquisifion price for shares held by
Phosphaganics Limited shareholders and recorded in the Register of Members os at close of business on Thursday 16 December 2004.

0n 31 Decamber 2004, the Compony acquired the remaining 63.3% of shares not olready owned in Vital Health Sciences Limited, thereby becoming a company
whose principal activities are the production, sale and licensing of products for the nutraceutical and pharmaceutical industries.

DiviDeNDS '
On 27 February 2004, the Company made o distribution<nspecie of its equity holding in Petrecycle Limited on the basis of one Petrecydle Limited share for each
ten (10) shores held in Phosphagenics Limited as ot the Record Date of 9 February 2004.

The rate of this deemed dividend was equivalent to 4.66 cents for each Phosphagenics Limited share held os o the above Record Date.

Apart from this deemed dividend, the Directors have not recommended the payment of any other dividends ond no ather dividends were declared, paid or reinvested
in the year to 31 December 2004,

Resutrs AND Review oF OPERATIONS

For the year, the Company retumed an after tox operating loss of $3,148,261 (2003 loss: $2,661,601), inclusive of 6 realised profit of $33,270 (2003 -
unrectised profit: $83,754) arising from the disposol and /or change in market vatue of listed securities held os ot bolance date ond a foss of $1,700,764 (2003:
$1,877,518) in unrealised equity losses arising from investments in unquoted securifies.

Likety DEVELOPMENTS AND FUTURE RESULTS
The Company anticipates that the Phase 1 human trial of its morphine defivery technology will commence in the first quarter of the 2005 colendar yer.

Animal studies being conducted in Europe on the Company’s APAOT compound for possible treatment and prevention of heart disease ore expected to be completed
by the end of the second quarter.

The Company hos olso commenced negotiations for the market expansion and commercial development of its nutraceutical produdts.

SIGNIFICANT AFTER BALANCE DATE EVENTS
Other than those matters referred to in this report under the heading "LIKELY DEVELOPMENTS AND FUTURE RESULTS™ there have been no significant after balance
date events.

PERFORMANCE IN RELATION TO ENVIRONMENTAL REGULATION
The principal activities of the Company are not subject to any particular or significant environmental regulations.
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For THE YEAR ENDED 31 DECEMBER 2004

ISSUED SECURITIES

Ordinary Fully Paid Shares {ASX Code: POH) S
Balance on issue 31 December 2004 499,834,011
Bolance on issue 31 December 2003 172,100,867
Increase during the peried 327,733144
Represented by:
{i) Issued on exercise of options (ASX Code: POROB) 471,971
(ii) ssued for cosh 29,966,941
(i) 15sued for purchase of 63.3% of Vital Healh Sciences Limited 297,294,232
327,733,144

OpTIONS OVER UNISSUED SHARES
1. June 2009 options exercisable at 20 cents each (ASX Code: POHOB)

In the period June 1999 to December 2004, inclusive, a total of 717,286 oprions have been exercised at 20 cents each of which 471,971 were exercised in
the year under review.

2. Qther Options
As ot 31 December 2004 there were no ofher dosses of options.
3. Summary of Movements in Options

For the financial yeor ended 31 December 2004, the following movements occurred in quoted options (ASX Code: POHOB).

Bolonce 31 December 2004 59,696,177
Bolance 31 December 2003 60,168,148
Net movement in period {4n.
Represented by:

Issues

Ni

Reductions

Exercised in the period (471.971)
Net Movement in 2004 (471,97}

As at close of business on 31 December 2004 there were o total of 59,696,177 unexercised options. Since 31 December 2004 o further 14,835 options have
been exercised.
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For THE YEAR ENDED 31 DECEMBER 2004

Issue OF SEcurimies To DIRECTORS
At 31 December 2004, and ot the date of this report the following entiements were held by Directors:

Specified Balance Net Change Shares lssued to Bolance
Directors 1 Janvary 2004 Other (2) Vendors of 31 December
Vitol Health Sciences Ltd 2004

Andrew L Vizard Shares 52,135 7,276 - 123411
Options 1,200,000 . . 1,200,000

John Mills Shares - 107,667 - 107,667
Options . - - -

Harry Rosen (1) Shares 2,663,000 - 61,367,143 64,030,143
Options 5,050,000 - - 5,050,000

lon G. Pattison Shares . 367,667 - 367,667
Opfiens . 350,000 - 350,000

Michael D. Preston Shares - - 2,372,659 2,372,659
Opfions . . . -

Jonothon L Addison Shares 4,000 - - 4,000
Options - . . .

(1) Of these, 2,663,000 shares and 2,375,000 options are beneficially held.
(2) Included ore shares issued under the Share Purchase Plan at 28.3 cents per share:
Dr. . Pattison = 17,667 shares
Prof. J. Mills = 17,667 shores
Dpfions — there hios been no movement in Directors” entittements to options during the period.
Dr lon Pattison owned his options prior to becoming a Director.

Al options are exercisable of 20 cents each ot any date up to June 2009,
In aggregcte Directors” entilements total: Shares 67,005,547
Options 6,600,000

No shares or options have been issued by the Company to Directors since 31 December 2004

REMUNERATION OF DIRECTORS DURING THE YEAR ENDED 31 DECEMBER 2004

0. The nomes and positions held of parent entity Directors in office ot any time during the financiol year are;

Andrew Vizord  Chairman and Independent Director

lon Patfison# Managing Director
Harry Rosen Executive Director and President
John Mills## Independent Director
Jon Addison Independent Disector
Michagl Preston### Nor-Executive Director
Peter Lewinsky™ Independent Director
Anthony Rebuck** Independent Director
Simon West** Nor-Executive Director
Man Figher™*** Independent Director
Steven Korman***** Non-Executive Director

* Peter Lewinsky resigned 18 March 2004. **Anthany Rebuck appointed 18 March 2004, resigned 9 September 2004. ***Simon West resigned 18 March 2004,
*~**Alan Fisher rasigned 18 March 2004, *****Steven Korman resigned 11 February 2004 # lan Pattison appoited 4 March 2004, ##)ohn Wlls appointed 18 March 2004.
##4 Michoel Preston appointed 8 November 2004
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b.  Specified Directors’ Remuneration
2004 Salary Cash Non- Super | Retirement |  Options Other Total
Fees Bonus | Monetary Benefits Benefits
A, Vizord 60,000 5,400 65,400
I. Pattison 191,132 17,202 208,334
H. Rosen 185,000 4,500 189,500
J. Mills 1849 9,958 17,807
J. Addison 20,000 1,800 21,800
M. Preston 3,209 3,209
P. Lewinsky
A. Rebuck 9.586 863 10,449
S. West 100,000 100,00
A, Fisher 4,300 387 4,688
S. Koman 1,667 1,667
582,744 40,110 622,854
No Directors received options during the year.
2003 Solory (ash Non- Super | Refirement Options Other Total
Fees Bonus | Mometary | - Benefits Benefits
A. Vizord 60,000 5,400 65,400
H. Rosen
J. Addison 20,000 1,800 21,800
P. Lewinsky 4,550 4,550
S. West
A, Fisher 20,000 1,800 21,800
S. Koman 20,004 20,004
124,554 9,000 133,554

G

Remuneration Practices

The Compony’s policy for determining the nature and amaunts of emoluments of Board members is as follows:-

The Board is responsible for making recommendations on remuneration policies and packages applicable to the Board members. The brood remuneration policy
is to ensure the remuneration packoge properly reflects the person’s duties and responsibilities; and that remuneration is competitive in ottracting, retaining ond
motivating people of the highest quality.

Aport from terminction benefits which accrue under statute (such os unpaid annual leave, long service leave end superannuation bengfits), there are no
retirement benefits. The Compony pays superannuation ot the required superannuation guorontee rafe and solary socrificed contributions into on occumuloted
benefit type fund and therefore there are no future liohilifies in respect of these payments.

The aggregate remuneration paid to Non-Executive Directors is copped af the level approved by shareholders for this purpose. Non-Executive Directors
remuneration reflects the additional committees that they may serve on from fime to fime. There are no termination benefits for Non-Executive Directors.
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For THE YEAR ENDED 31 DECEMBER 2004

INDEMNIFICATION OF DIRECTORS AND OFFICERS

During the year, the Company poid o premium in respect of o contract insuring its Directors and Officers against o liabifiry, other than o willful breach of duty, of 0
nature that is required to be disclosed under section 300(8) of the Corporations Act 20071 In accordonce with section 300(9) of the Corporations Act 2001, further
dtaits have not been disclosed due to confidentiality provisions contained in the insurance confract.

CORPORATE GOVERNANCE PRACTICES AND CONDUCT

For alt isted companies in Austrolio, there is an Austrafion Stock Exchange Limited (‘ASX’) Listing Rule requiring the inclusion, in the Company's annual report, of o
statement of the main Corporate Governance practices that have been applied during the reporting period. In March 2003 the ASX issued its Corporate Governance
Council's ("Coundll’) best practice recommendations. The Board of Directors has reviewed the recommendations which it endorses and has adopted the principles
espoused therein as the basis for the Board Charter on Corporate Governance

This statement ouflines the main Corporate Governance policies that have been applied throughout the financial year, unless otherwise stated. Those practices are
declt with under the following headings:

* Board of Directors and its Committees

~  Internal Control Fromework ond Ethical Standords
~  Business Risk

~ Role of Shareholders

Board of Directors and its Committees

The Board of Directors is responsible for the overall Gavernance of the Company inclusive of its strategic development and the direction and the control of operations
of the Company. Whilst the Board retains overcil responsibility, it has established certain committees fo assist in carrying out ifs responsibilities. Such committees
include the Audit, Compliance ond Corporcte Governonce Committee and the Share Allotment Committee. '

The Directors in office ot the date of this statement, their skills, experience, expertise ond period of Directorship are detailed in the Directors” Report.
In respect of the attendance of Board and Committee Mestings, shareholders are referred to the table of Mesting Attendance contoined on page 3.

Composition of the Board

The Company's Constitution pravides for the appointment of a minimum number of Directors of three and up to @ maximum of eight. At the dote of this report, the
Company has six Directors comprising two Executive and four Non-Executive Directors. The Chairman of the Board end the Chairman of the Board’s Committegs” are
NorvExecutive Directars.

Farly in 2004 year the Board of Directors undertook a review of the status of each Director and reached the opinian that each Ditector apart from Messrs. Pattison
and Rosen could be clossified as o Non-Executive Director. In addition, this assessment has concluded that by the tests set aut in the Council’s best practice
quidelines that Prof. A Vizard and Prof. 1. Mills qualified as Independeat Directars. At that time the remaining Directors were cansidered not to b independent for
the following reasons:

—  Mr M Preston provided consulting services to, Vital Health Sciences Ltd and assisted the Compony in equity copital raisings; and

~ Nr ] Addison is the Fund Manager of the Meat Industry Employees Super Fund, which was, throughout the 2004 colendar veor the Company’s largest
shareholder. This stotus chonged on 31 December 2004 when the Company completed the acquisifion of Vital Heclth Sciences Limited through the issue of
297,294,232 ordinary fully paid Phosphogenics Limited shores as purchose consideration. This issue of shares hod the effect of diluting the percentoge inferest
of MIESF down 1o 4.36 per cent of the Company’s voting shares.

fn February 2005, the Board undertook o further review of the status of the Non-Executive Directors ond concluded thot Mr, J. L. Addison now qualified under the
Coundl's guidefines os an Independent Director.

The Constitution does not require o shorgholding qualificofion for Directors.
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For THE YeAr ENDED 31 DECEMBER 2004

CORPORATE GOVERNANCE PRACTICES AND CONDUCT (CONTINUED)

Board Responsibilities

The responsibility for the operation ond administration of the Company is delegated by the Board to the specifically identified outsourced service providers. The
Board ensures that this team of service providers is appropriately qualified and experienced to discharge their responsihlities and has in place procedures *o assess
their performance.

The Boord is responsible for ensuring that manogement’s objectives ond activifies ore dligned with the expectotions and risks identified by the boord. The Boord hos
o number of mechanisms in place to ensure this is achieved. In addition to the establishment of specific committees referred in this statement, these mechanisms
include the following:

Implementation of operating plans and budgets by management and Boord monitaring of progress against budget ~ this indudes the estoblishment ond

monitoring of key performance indicators (both financiol and noninancial) for oll significant business processes;

—  Procedures to oliow Directors, in the furtherance of their duties, to seek independent professional advice at the Company’s expense;

— The review ond approval of acquisitions and disposcls of businesses and assefs, ond the approval of contracts ond finoncing arrangements within defined
limits; and

— The appointment of an outsourced service provider, which is respansible for managing the Company’s public imoge and communication with shareholders.

In conjunction with an ongoing review of the Board Charter, the Board will consider its responsibilities and delegated authoritiss to ensure they comply with best
practice corporafe governonce.

Nomination and Membership
Subject to the provisions of the Company’s Constitution, the issues of board composition and selection criteria for Directors are dealt with by the full Boord.
Accordingly o Nomination and Membership Committee has not been established.

In this area, the Chairman and the Board Members regularly review the performance of the Board to ensure that the Board continues fo have the mix of skills and
experignce necessary for the conduct of the Company's activities.

Whether to fill a vacancy or to expand the Board, the procedures applied by the Board include the selection of a panet of nominees. In compiling the panel of
nominees, the Boord draws on advice from external consultants,

Terms and conditions of the oppointment ore communiceted to the nominees ond include the level of remunerction. Again, the Constitution provides for events
whereby Directors may be removed from the Board. Similarly shareholders have the ability to nominate, appoint and remove Directors,

In addition, the Constitution provides for the regular rotation of Directors, which ensures that Divectors seek re-election by shareholders af least once every three yeors.
Given these existing regulatory requirements, Directors are not appointed for a specified term and Directors’ continuity of service s in the hands of shareholders.

Independent Professional Advice
Directors, in carrying out their duties s Directors or as members of Board Committees, may, after prior consultation with the Chairman, seek independent
professionc! advice at the expense of the Company. If appropriate, such advice will be ovailoble to aff Directors.

Timely and Balanced Disclosure

Whilst the Board of Directors hos not established written policies and procedures designed to ensure compliance with ASX Listing Rule disclosure requirements and fo
ensure cccountability at a senior management level for tat compliance it does ot each meeting of the Board of Directors specifically monitor the Company's
activifies and disclosures; on average there are hetween nine and ten Boord mesfings o yeor, As noted earlier, the Board of Directors has endorsed the principles of
best corporate governance practice as set out by the Council,

(ompensation (Remuneration) Commitiee

I respect of Nor-Executive Director remuneration, shoreholders on 29 Jonuary 2004, in Genercl Mesfing, approved an incregse in the aggregote sum paid to Non-
Executive Directors to $300,000. The level of Directors” fees is reviewed requlorly by the full Board following a review by the Chairman in conjunction with input
from industry organisations. Accordingly, a Compensation {Remuneration) Committee has nat been estoblished.

In addition, the Company has only casuat employees with many of the carporate and administration duties confracted out fo independent service providers.
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CORPORATE GOVERNANCE PRACTICES AND CONDUCT (CONTINUED)

Audit, Compliance and Corporate Governance Commitiee

This Committes os ot the date of this stotement comprises three Non-Executive Directors; nomely Mr J Addison (Chairman), Prof. A Vizard and Prof. ) Mills each of
whom is considered to be an Independent Director. The Company's Auditors are invited to cttend mestings and fo participate in Committee discussions. The
Company Secretary is the Committee Secretary. Messrs P Lewinsky and A. Fisher, Independent Directors, were members of the Committee during 2003 and unti
their resignations on 18 March 2004.

The duties of the Committee include:

—  The review of the Audit Programme and olf matters relevant to the fincacial affairs of the Company's activities together with the production of Statutory
Financial Reports inclusive of the reports ond Declarations by Directors,

—  Toreview and advise on procedures in place to record the Company’s activifies ond to ensura the safety of the Compony's records and assets.

— To review Internal Control Procedures and the Auditor's Monagement lefter.

— To review the halfyearty and yearly reports to the Australicn Stock Exchange Limited together with o review of the scope and quality of the annual stofutory
audit and the half-yeor oudit review.

— To monitor Compliance with the provisions of the Corporations Act 2001, Austrolian Securifies and investment Commission guidelines ond practice notes,
Australian Stock Exchange Listing Rules, taxation requirements and afl regulatory bodies.

During the year the Committee considered for the adoption by the Bocrd of Directors an Audit Charter in line with the Council’s recommendotions

Share Allotment Commitiee
Any two Directors will constitute a quorum for this committes, which deals with the allotment of new shares or gront or exercise of aptions.

Internal Control Framework and Ethical Standards
The Board of Directors seeks to identify the expectations of shareholders as well as other regulatory and ethical expectations and obligations.

These matters are undertaken by the full Board togather with the Audit, Compliance and Corporate Governance Committee. In respect of the ethical stondords, the
full Boord regularly discusses the maintenance by the Company of appropriate efhical standards in line with the Council’s recommendations.

Guidelines for Trading in Securifies

By a resolution of the Boord of Directors the following policy has been adopted subject to insider trading laws, continuous disclosure laws and listing rule
requirements. The Directors are permitted to deal in securities in which they have a relevant interest without restriction for any period other than the last day in each
financial hatf year until 2 business days after the release to the ASX of the announcements by the Company of its full yeor or half yeor results. Directors are required
to wait of least 2 husiness days after the release of any ather market sensitive announcement by the Company so that the market has had time to obsorb the
information, In oddifion, The Board of Directors has adopted the terms of the Atternative Investments Market (AIM) definition of ‘close’ period and which come
within the terms of the existing Boord policy.

Business Risk
The principal octivities of the Company hove been the investment ond the provision of capital, management skills and commerciaf experfise to encourage the
formation and development of Australion small and medium sized businesses within the guidelines of the Pooled Development Fund Ad, 1992.

On 16 December 2004, the Company surrendered its Pooled Development Fund status.

On 31 December 2004, the Company acquired the remaining 63.3% of shares not already owned in Vital Heolth Sciences Limited, thereby becoming o company
whose principal activities are the production, sale and licensing of products for the nutraceutical and pharmaceuticol industies.

The main ereas of business risk, which are considered on an ongoing basis by the Board of Directors, orise from:
— Falure to develop commercial products from the Company’s research and development

— Failure to market the Company’s products

— General economic factors including those affecting interest and exchange rates

— (Chonges in Corporotions and Txation Laws
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ForR THE YEAR ENDED 31 DECEMBER 2004

CoRPORATE GOVERNANCE PRACTICES AND CONDUCT (CONTINUED)
Role of Shareholders and Communitations
The support of the Company's shareholders is essenticl to the ultimate success and market acceptance of the Company's shares.

To ensure shargholders are informed about the Company’s activities, the Company publishes on @ monthly basis, the Net Tongible Asset (NTA) backings for the
Company's shares, which are released to the Australian Stock Exchange Limited (ASX).

Annual Reports are provided to all share and option holders other than those members who hove elected not 1o receive the Report. In addition, the Company has
established a website on the Intemet which disploys much of the chove information and invites shareholder feedback — wwav.phosphogenics.com. This site dlso
provides link facilities to the website of the Pooled Development Fund Registration Boord ond to investee companies. The Company has also established an e-mail
directory for the direct distribution of announcements made to the ASX.

At the meetings of shoreholders, Directors are subject to questioning by shareholders about the Directors” stewardship of the Company's affairs and it is shareholders
who ultimotely vote upon the financial statements and reports, the election of Directors, appointment of Auditors and any matters of Special Business.

Signed in accordonce with o resolution of the Directors.

Andrew Lancelot Vizord
Chairman

28 February 2005
Melbourne
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Independent Audit Report to the Members
of Phosphagenics Limited

For THE YEAR ENDED 31 DECEMBER 2004

Scope

The Financial Report and Directors’ Responsibility

The financial report comprises the statement of financiol position, statement of financicl performance, statement of cosh flows, accompanying notes to the finonciol
statements, and the Directors” declaration for Phosphagenics Limited (the Company) and the consolidoted enfity, for the yeor ended 31 December 2004, The
consolidated entity comprises both the Company and the enfities it controlled during that year,

The Directors of the Company are responsible for the preparation ond true ond fair presentation of the finandial report in accordance with the Corporations Act 2001.
This includes responsibility for the maintenance of adequate accounting records and internal controls that are designed to pravent and detect fraud ond error, and for
the occounting policies and accounting estimates inherent in the financial report.

Audit Approach

We conducted on independent audit in order to express an opinion to the members of the Company. Our oudit wos conducted in accordance with Austrolian
Auditing Standurds in order to provide reosonable assurance as to whether the finoncial report is free of materiol misstatement. The nature of an audit is influenced
by foctors such as the use of professional judgement, selective testing, the inherent limitations of internal control, and the availability of parsuasive rather than
condlusive evidence. Therefore, an cudit cannot quarantee thot all moterial misstatements have been detected.

We performed procedures to assess whether in oll material respects the financial report presents faidy, in accordance with the Corporations Act 2001, including
compliance with Accounting Stondards and ather mandatory financial reporting requirements in Australio, a view which is consistent with our understanding of the
Company’s cnd the consolidated entity's financial position, and of their performance os represented by the resuls of their operations and cash flows.

We formed our cudit apinion on the basis of these procedures, which included:

~  exomining, on o test basis, information to provide evidence supporting the amounts and disclosures in the financial report, and

~ gssessing the appropriateness of the accounting policies and disclosures used and the reasonableness of significant eccounting estimates made by the Directors.
While we considered the effectiveness of management’s intemal controls over financiol reporting when determining the nature and extent of our procedures, our
audit was not designed to provide assurance on internal controls.

independence
In conducting our oudit, we followed applicable independence requirements of Australion professionat ethical pronouncements and the Corporations Act 2001

Audit Opinion
In our opinion, the financicl report of Phosphagenics Limited is in accordonce with:
(a) the Corporations Act 20071, including:
{i) giving o true and fair view of the Company's and the consolidated enfity’s financial position as at 31 December 2004 and of their performance for
the year ended on thot date; and
(i) complying with Accounting Standards in Australia and the Corporations Regulations 20071; and
(b) other mandatory financial reporting requirements in Australic.

K JolA 0

PKF R A Dean
(hartered Accountants Partner
25 February 2005

Melbourne
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) Directors’ Declaration

In the apinion of the Directors of Phosphagenics Limited:

(o) the financiol statements ond notes of the Company and of the consolidated enfity are in accordance with the Corporations Act 20071, including:

(i) giving o true and fair view of the Company’s and consolidoted entity's financial position os at 31 December, 2004 ond of their performonce for the yeor
ended on thet dote;

(i) complying with accounting standards and Corporctions Regulations 2001; and
{b) ot the date of this declaration there are reasonable grounds to believe that the Company will be able to pay its debts as and when they become due and payable.

Signed in accordonce with o resolution of the Directors,

Andrew Loncelot Vizard
(hairman

Ploce: Methourne.
Date: 28 Februory 2005
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Statement of Financial Performance

For THE YEAR ENDED 31 DECEMBER 2004

Note

Other revenue from ordinary activities i

Employee and Directors benefits expense
Qccupancy and communication expenses
Consulfing and professional services
Administrative expenses

Other expenses from ordinery activities

Share of net losses of associates accounted for by using

the equity method 3
Diminution of investments in unlisted securities 8
Unrealised profit/(loss) on marketable securities

Loss from ordinary activities before income tox expense

Income tox expense 5

Net loss

Net movement in asset revaluation reserve

Total revenues, expenses ond valuation adjustments
attributcble to members and recognised directly in equity

Total changes in equity other than thase resuiting from
transactions with owners as owners
Basic eamings per share (cents per share) 21

Diluted earnings per share (cents per share) 21

The above Statements of Financio! Performance should be read in conjunction with the attached noes.

D ABN 32 o056 482 403
Consolidated 2004 2003
Parent Parent
S S S
289,642 289 642 310,203
(511,044) (511,044) (158,129
(231,603) (231,603) (221,949
(673,233) {673,233) (480,883)
{167,341) (167,341) (96,993)
(153,918) (153,918) (88,054)
(1,700,764) (1,700,764) (1,877,518)
(62,032)
13,754
(3,148,261) (3,148,261) (2,661,601
(3,148,261) {3,148,261) (2,661,601
12,285,472
12,285,472
(3,148,261 (3,148,261) 9,623,871
(1.78) (1.74)
(1.78) (1.74)
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As AT 31 DECEMBER 2004
Note Consolidated 2004 2003
Parent Parent
S S S
CURRENT ASSETS
Cosh ossets 7,221,949 6,736,769 2,311,753
Receivables 11 659,830 20,979 65,708
Inventories 7.541 - -
Qther financiol assets 6 - - 13,782
Other 44,845 44,845 32,277
TOTAL CURRENT ASSETS 7,934,185 6,802,593 2,423,520
NON-CURRENT ASSETS
Investments accounted for by using
the equity method 7 . 26,889,013
Qther Finoncial Asset 9 - 106,407,999 .
Property, plont and equipment 13 279,764 88,046 95,773
Infangibles 12 105,819,637 - -
TOTAL NON-CURRENT ASSETS 106,099,401 106,496,045 26,984,786
TOTAL ASSETS 114,033,586 113,298,638 29,408,306
CURRENT LIABILITIES
Payables 14 794,443 62,243 25,118
Provisions 15 16,288 13,540 -
TOTAL CURRENT LIABILITIES 810,731 75,783 25118
TOTAL LIABILITIES 810,731 75,783 25,118
NET ASSETS 113,222,855 113,222,855 29,383,188
EQuity
Contributed equity 16 134,731,137 134,731,137 39,700,813
Reserves 26 4,243,073 4,243,073 15,315,304
Accumulated losses 17 (25,751,355) (25,751,355} (25,632,929)
TOTAL EQUITY 113,222,855 113,222,855 29,383,188

The ahove Statements of Financial Position should be read in conjunction with the attached notes.
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2 Statement of Cash Flows
For THE YEAR ENDED 31 DECEMBER 2004
Note Consolidated 2004 2003
Parent Porent
S ) S
Cash Flows from Operating Acivities
Interest received 118,656 118,656 96,075
Other receipts from non-operating activities ' 158,052 158,052 153,439
Payments to suppliers and employees (1,758,155) (1,758,155) {1,151,351)
Net GST movement 122,886 122,886 70,234
Net cash used in operating activifies 24(2) (1,358,561) (1,358,561) (831,603)
Cash Flows from Investing Adtivities
Payments for other financial assets (73,878) (73,878) (4,073,520)
Proceeds from sale of investments 33,270 33,270 70,000
Cash acquired on acquisition of Vital
Health Sciences {1 24(3) 485,200 -
Dividends Received 1,042 1,042
Payments for plant and equipment (13,674) (13,674)
Net cash used in investing activities 431,960 (53,240) (4,003,520)
(ash Flows from Financing Activities
Proceeds from share issues 5,740,956 5,740,956 4,948,749
Proceeds from exercise of options 95,861 95,861 2,104
Net cash provided by financing activities 5,836,817 5,836,817 4,950,853
Net increase/(decrease) in cash held 4910216 4,425,016 115,730
Cash at Beginning of the Financial Year 2,311,753 2,311,753 2,196,023
Cash o End of Financial Year 24(1) 7,221,969 6,736,769 2,311,753

The above Stotements of Cash Flows should be read in conjunction with the ettached nates.
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Notes to and Forming Part of the
Financial Statements

For THE YEAR ENDED 31 DECEMBER 2004

1. SUMMARY OF ACCOUNTING POLICIES
The fincncial report constitutes a generakpurpose financil report, which has been drown up in accordance with Accounting Standards, other authoritotive
pronouncements of the Australian Accounting Stendards Board, Urgent Issues Group Consensus Views and the Corporations Act 2001.

{a) Basis of Atcounfing
The financial statements have been prepared on the historical cost basis and do not take into account current valugtions of assets.

The carrying amounts of non-current assets do not exceed the net omounts thet are expected 1o be recovered through the cash inflows end outflows
arising from their confinued use and subsequent disposal of the assets. The expected net cash flows included in determining recoverable amounts have
been discounted to their present values,

Where o group of assets work together to generate net cash inflows the recoverable amount test is applied to that group of assefs

{b) Taxes
Income tax
Income tax has heen brought to account using o method of tax effect accounting whereby income tax expense for the period is colculoted on the
accounting result ofter adjusting for items which, as o result of their treatment under income tax legislation, create permanent differences between that
profit loss and the toxable income,/loss. The tox effect of timing differences which arises from the recognition in the accounts of items of revenue and
expenses in periods different from those in which they ore essessable or allowable for income tox purposes, are represented in the Statement of Financial
Pasifion os "Deferred Tax Assets” or "Deferred Tox Liabilities”, as the case may be ot current tox rates. A Deferred Tox Asset is only corried forward os an
osset where realisation of the benefit can be regarded as being assured beyond reasonable doubt.

Goods and Services Tax {GST)
Revenues, expenses and assefs are recognised net of the amount of GST except:

- where the GST is incurred on a purchase of goods and services is not recoverable from the taxation authority, in which case the GST is recognised
as port of the cost of acquisifion of the asset or as part of the expense item as applicable; and

- receivables ond payables are stated with the amount of GST included

The net amount of GST recoverable from, or payable to, the taxation authority is included as part of receivables or payables in the Statement of
Financiol Position.

Cash flows are included in the Statement of Cash Flows on a gross basis and the GST companent of cash flows arising from investing and financing
achivities, which is recoverable from, or payable to, the toxation authority are classified as operating cash flows.

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable fo, the faxation uthority.
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Notes to and Forming Part of the
Financial Statements (Continued)

For THE YeAR ENDED 31 DECEMBER 2004

1. SUMMARY OF ACCOUNTING POLICIES (ConTiNUED)
{¢) Principles of Consolidation

(d

The consolidated financial stotements are those of the consolidoted entity, comprising Phosphagenics Limited (the parent Company) and ol entities
controlled from time o time during the yeor and at reporting date.

Information from the financiol statements of subsidiaries is included from the dote the parent Company obtains contro! until such fime os contro! ceases.
Where there is loss of control of a subsidiary, the consolidated financiol statements include the results for the part of the reporting period during which the
parent Company has control. Subsidiary acquisitions are accounted for using the purchase method of accounting.

The financial statements of subsidiaries are prepared for the same reporting period s the porent Compgny, using consistent accounting policies.
Adjustments ore mode to bring into ling any dissimior accounting policies that may exist,

Al intercompany balances and transactions, including unvealised profits arising from intregroun fransactions, hove been eliminated in full. Unreclised
losses are efiminated unless costs can be recovered.

Investments

Associated Enfities — Non-Current Investment

Vitel Health Sciences Ltd wos an associated entity of Phosphagenics Limited up to 31 Dacember 2004, an which date it bacame o controlled entity.
(see Note 7).

Iwestments in associates are occounted for using the equity methad in the finoncial report of the Company. Any decrement in the carrying volue of @
non-current investment resulting from o write down 1o recoverbl2 omount will be accounted for in ccordonce with Australian Accounting Stondard AASB
1010 "Accounting for the Revaluation of Nor-Current Assets”.

Associntes comprise entities over which the Company has significant influence and holds an ownership inferest.

Under the equity method of accounting:

(i) the carrying emounts of investments in associates are increased or decreased to recognize the Company's share of the post-acquisition profits or
losses and other changes in net gssets of the associates; and

(i) the Company's share of the post-acquisition profits or losses of ssociates s included in the Statement of Financial Performance.

Income Recognition
Dividend revenue is recognised when received.

Disposa! of Investments
On disposol of an investment the difference hetween net disposal proceeds and the carrying amount is chorged or credited fo the Statement of
Financial Performance.

Derivatives
The Company does not deal in derivative financial instruments.
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Notes to and Forming Part of the
Financial Statements (Continued)

For THE YEAR ENDED 31 DECEMBER 2004

SUMMARY OF ACCOUNTING POLICIES (ConminueD)

{e) Intongibles

{f)

Intellectual Property

The intellectuol property was acquired with the acquisition of Vital Health Sciences Ltd in o number of franches with control being obicined on 37 December
2004 when the remoining 63.3% of Vita! Health Sciences Ltd not previously held was acquired. No decision regarding on amortisation rate hos been made as
the Company will in future report under Australion Equivalents of International Reporting Stondards. The Directors ave in the process of determining in
accordance with the International Standards appropriate policies for recognition, voluation and omortisation.

Goodwill
Goodwill represents the excess of the purchase consideration over the foir value of identifiable net assets acquired ot the fime of acquisition of @ business or
shares in ¢ confrolled entity.

Goodwill is emorfised on a straight line basis over the period during which benefits are expected to be received. This is token as being 20 years.

Plant and Equipmen
Plant and equipment is sfated ot cost. All plant ond equipment ore depreciated at 20% using straight+ing method.

(g) Receivable :

Accounts receivable and other receivables represent the prindpal amounts due at balance date less any provision for doubtful accounts.

{h} Payables

0]

(i)

Payables represent the principol amounts outstanding at balonce date.

Borrowings
Following the surrender of the Company’s Pooled Development Fund registration on 16 December 2004 Bank overdrafts are recognised in the financial
stofements on the basis of the omounts outstanding at balonce dote.

Operating Revenue
Operating revenue includes interest income on cash deposits and other revenve. Unrealised gains on marketable securities arising from the valuation of the
securities ot market prices of year-end ore olso included in operating revenue.

(k) Operating Leases

Operating Lease payments are charged to expense on o basis, which is representative of the pattern of benefits derived from the leased property.




P H 0O S P H A G E N I C S LI M 1 T E D ABN 32 056 482 403

Financial Statements

4

Notes to and Forming Part of the
Financial Statements (Continued)

For THE YEAR ENDED 31 DECEMBER 2004

1. SUMMARY OF ACCOUNTING POLICIES {CoNTINUED)

(I} Impact of adoption of Australian equivalents fo International Financial Reporfing Standords,
In accordance with the Financial Reporfing Council’s strategic directive, Phosphogenics Limited will be required to prepore finoncio! statements that comply with
Australion equivalents to intemational Financial Reporting Stondards ("AFRS") for annual reporting periods beginning on or after 1 January 2005.

Aecordingly, Phosphagenics Limited's first hotf-year report prepared under AFRS will be for the half-year reporting period ended 30 June 2005, and ifs first
annual finoncial report prepared under AFRS will be for the year ended 31 December 2005.

Comparatives will also be remeasured under AFRS and restated for the halfyear ended 30 June 2004 and the financial year ended 31 Decamber 2004.

Phosphagenics Limited Directors are considering the transition to AJFRS and taking advice to ensure that the Company is prepared to report for the first time
under AFRS in accordance with the timetable outlined ahove.

The Directors tre of the opinion that the key differences in accounting policies expected to arise from adopfion of AIFRS are listed as follows:

Income Tax

AASB 112 "Income Tax" requires all income fox bolances to be calculoted using the comprehensive balonce sheet liobility method. Deferred tox items will be
calculated by comparing the difference in carrying amounts fo tox bases for all assets and liohilities and multiplying this by the tox rates expected to apply to
the period when the asset is realised or the ficbility settled. Recognition of the resulfing amounts are subject to some exceptions, but generally deferred tox
balonces must be calculated for each item in the statement of finandial position. Deferred tox assets will only be recognised where there exists the probobility
that future taxable profit will be ovailable to recognise the asset.

Inventories

Inventories will continue to be measured ot the lower of cost and net realisable volue under the new AASB 102. All tems of inventory are subject fo an
impairment test. In the event that the circumstances that lead to on impairment write-down no longer exist or ore favourable o reversal of the writedown
through the statement of financil performance is required to be effected.

Property, Plant & Equipment :

AASB 116 "Property Plant & Equipment” will allow the carrying amounts of property plant and equipment o include the costs of dismantling and removing
items of property, plant and equipment at the condusion of a lease term or similar arrangement. This amount will adjust the current carrying amount of certoin
items of property plant and equipment on inifial odoption of AIFRS ond will be depreciated over the remaining useful fife of thot relofed asset.

Any consideration which is deferred is recognised as the net present value of that amount using an appropriate discount rafe.

Property, plant ond equipment is subject to an impairment test whan there is an indication that impairment exists by reference to intemal and external market
factors. Any item of property, plant & equipment which is impaired must be written down to ifs recoverable omount. The amount of the impairment write down
for assets carried of cost will be expensed through the statement of financial performance.

Items of property, plant and equipment measured of fair value will stilt be carried os such, however the offsets of bolonces in the Asset Revaluation Reserve
under the new standards will be determined on an "asset by asset” basis rather than the cument "closs by class™ treatment. This means tht o change fo profit
or loss will occur where on impairment write down is necessary and there is no existing balance for that asset in the osset revaluation reserve.
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Notes to and Forming Part of the
Financial Statements (Continued)

For THE YEAR ENDED 31 DECEMBER 2004

1. SUMMARY OF ACCOUNTING POLICIES {ConmnuE)

{1} tmpoct of adoption of Australian equivalents to International Financial Reporting Standards. {Continued)
ntangible Assets
AMGSB 138 "Intangible Assets” generclly requires derecognition of all items that do not qualify as identifinble intangible assets. The transition rules allow items
that were purchased os port of o business combination and do not qualify os an idenifiable intangible to be ronsferred back to the refated goodwill balonce.
This may result in on adjustment o Phosphogenics Limited's intangible ossets.

Goodwill
Amartisation of goodwill will no longer be permitted under the new standard. At the date of adoption of AIFRS goodwill wil be allocated fo cash generating
units of the enfity and will be impairment tested on initiol cdoption of AIFRS and annually thereofter.

Any necessary impairment write down in relation to goodwill will be expensed through the statement of financiol performance.

Business Combinations :

AASB 3 "Business Combinations” mandates that discounts on acquisition wili no longer be allocated over the non-monetary assefs of the entity, Insted o
discount on acquisition wil be recognised in profit and loss as income. The standard also introduces the concept of a “reverse acquisition” and requires the
consolidating entity to effect consolidation elimination entries from the perspective of the acquirer.

This stondard has prospective application however the exemption provisions in AASB 1 "First Time Adoption of Australian nterational Financial Reporting
Pronouncements” allow the retrospective application of the stondard. If applied, this will result in the entity reinstating the bolonces of nonmonetary items in
relation fo discounts on acquisitions for all business combinations effected from date of first oequisition affected to the date of adoption of the new standords
and cdjusting retained eamings by those cmounts. Any reverse acquisition situations will also then be accounted for accordingly under the exemption in AASB 1
which will result in an altered consolidated entity column for reporfing purposes.
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Notes to and Forming Part of the
Financial Statements (Continued)

For THE YEAR ENDED 31 DECEMBER 2004

2.

REVENUE FROM ORDINARY ACTIVITIES
Non-Operating Adivities:

Inferest

Dividends recaived

Proceed from scle of fisted securities

Rental Income (i)

Consolidated

$

121,395

1,042
33,270

133,935

289,642

ABN

32

056

2004
Parent

121,395
1,042
33,270
133,935

289,642

482

403

2003
Parent

96,075

70,000
144,128

310,203

Note (i) Other income relates to o portion of rental expenses and reloted costs that have been recovered from the Associotes” and third porties.
Phosphagenics Limited’s rental expense relates to the lease of its head office at 90 Williom Street, Melbourne.

SHARE OF NET LOSSES OF ASSOCIATES
ACCOUNTED FOR BY USING THE EQUITY METHOD

Note QOwnership
2004
Adoil Piy Ltd
Principal activity: Process for refining
edible oils economically.
Pefrecyde Limited
Principal activity: Plastic polymer recycling.
Vitol Health Sciences Ltd 100%
Principal activity: Production, sale ond )

licensing of products for the nutraceutical
and pharmaceutical industries.

TOTALS

(i) On 31 December 2004, the Company become ¢ wholly owned subsidiary.

Interest
2003

33.3%

30.0%

36.70%

2004

20,191

1,680,573

1,700,764

2003

45,142

825,425

1,006,951

1,877,518
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Notes to and Forming Part of the
Financial Statements (Continued)

FORr THE YEAR ENDED 31 DECEMBER 2004

Consolidated

S

4. 10SS FROM ORDINARY ACTIVITIES

Depreciation 21,401

Operating Lease Payments 124,489

Profit on sale of financial ossefs

Profit on sale of listed securities 19,488
5. INCOME TAX

The difference between income tax expense/(benefit) provided in the

financiol reports and the prima facie income tax expense/ (benefit)

on net loss from ordinary activities is reconciled as follows:

Net Loss from Ordinary Activities (3,48,261)

Prima facie fox (henefit) /expense calculated ot 15%

except for interest income at 25%

Prima facie fax (benefit) /expense calculated at 30% (944,478)

Add: Tox Effect of:

Tax losses no Jonger available 482,700

Non-Deductible Expenses 128,700

Future Income Tox Benefit not brought o account 333,078

Income Tox Expense

32

056 482

2004
Parent

21,400

124,489

19,488

(3,148,261

(944,478)

482,700
128,700
333,078

103

2003
Parent

S

23943

123,275

{2,661,601)

(389,632)

12,333
377,309

On 16 December, the Compony surrendered its status s a Pocled Development Fund, and accordingly losses accrued whilst dlassified as o PDF for toxation
purposes are no longer avaitoble. On 31 December 2004, the Company purchased the remaining 63.3% of Vital Health Sciences that it did not dlready own.
Vitol Health Sciences Ltd hos available tox losses which it con utilise. No decision regarding tox consolidations has been made and the losses ore currently not

available for use by the porent entity.

Future Income Tax Benefit Not Recognised

The future income tax benefit in respect of tax losses of the Company shat have not been recognised cs an asset in the finandal statements as the redlisation

of the benefit is not virtually certain.

The potential future income tox benefit in respect
of losses not brought fo account ot 15% are os follows:

The potential future income tax benefit in respect of

losses not brought to account ot 30% cre as follows: 5,396,737

333,078

1,932,156
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5. INCOME TAX (ConmiNueD)

A BN

32

056

482

403

Future income tax benefits have not been brought to account because Directors do not believe it is appropricte to regard reafisation of such benefits os

assumed beyond any reasonable doubt. These benefits will only be obtained i:

(a) the Company derives future ossessable income of o noture and of an amount sufficent to enable the benefit from the deduction for the loss to be reafised;

{b) the Company continues to comply with conditions for the deductibility imposed by faw; and

(c) no changes in tox legislofion adversely affect the Company in realising the benefit from the deductions for the loss.

Consolidated

S
6. OTHER FINANCIAL ASSETS
Current
Shares and options in listed companies ot market value
Cost 2004: SNil (2003: $500,000) comprising:

Shores and opfions ot market value

Net Fair Values
The carrying amount of other financial assets equals fair value
by reference to the quoted market prices.

7. INVESTMENTS ACCOUNTED FOR USING THE EQUITY METHOD

Shares in Unlisted Associate Companies

The cost of investments in Unlisted Associates ot 2004:
Snil (2003: $21,248,528).

Net Fair Values

The camrying values of equity investments at recoverable amount
opproximate net fair values and have been determined by reference
1o the fair value of net assefs of an Associate af period end.

2004
Parent

2003
Parent

13,762

13,782

26,889,013
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7. INVESTMENTS ACCOUNTED FOR USING THE EQUITY METHOD (CoNnmnuep)
Consolidated

S
Material Investments in Entities being Associates:
Petrecycle Limited
Principal activity: Plastic polymer recycling.
Carrying omount of the investment
Percentage ownership interest held is 0% (2003: 32.83%)

The Company disposed of this investment through issue of on in specie dividend, refer Note 26
Vital Health Sciences Ltd

Principol activity: Vital Health Sciences s currently
developing heafthcare and bioscience technologies

Carrying amount of the investment
Percentage ownership interest held is 100% @) (2003: 36.70%)

32
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2004
Parent

403

(i) On 31 December 2004, the Company acquired the remaining 63.3% and this is now accounted for s o controfled entity. Refer Note 9.

Share of Associotes” Net Loss

Results of Associotes’ net loss before income tox
Share of Associates” income tox benefit attributable
to loss from ordinary octivities

(1,700,764)

(1,700,764)

2003
Parent

7,988,712

18,900,301

26,889,013

(1,877,518)

(1,877,518)
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7. INVESTMENTS ACCOUNTED FOR USING THE EQUITY METHOD (ConTiNup)

(onsolidated 2004 2003
Parent Parent
S S S
Movements in Carrying Amounts of Invesiments
Beginning of Yeor . 26,889,013 12,469,511
Copital Investment - - 4,073,520
Diminution . - (62,032)
Share of Movement in Associates’
Asset Revaluation Reserve - - 12,285,472
In Spacie Distribution of investment
In Petrecycle Limited - (8,042,399)
Reversal of equity accounting bolance
on cquisition of o controlling interest
in Vito! Health Sciences Ltd - (17,145,850 -
Share of Losses - (1,700,764 {1,877,518)
End of Year - - 26,889,013
Note (a) —On 31 December 2004, the Company purchased the remaining
63.3% of Vital Health Sciences Limited (VHS) that it did not alreody
own by the issue of 297,294,232 fully paid ordinary shares in
Phasphagenics Limited to the vendors of VHS.
(b} — Share of losses oftributcble fo Phosphagenics Limited includes
operating loss directly attributable to Associates of $1,274,073
(2003: $1,357,96%) and omortisation of goodwill on acquisition
of investments in Associotes of $440,471 (2003: $519,549).
Contingent Liabilifies
There are no contingent lichilities of 31 December 2004 (2003: $51,000).
(ommitments
There are no moferial commitments in respect of Associates
at 31 December 2004 (2003: SNil).
Summary Performance and Financial Position of Associates
Revenues - 649,938 50,673
Expenses - (2,145,020} (2,654,691
Net Losses of Associates : - (1,495,082) (2,604,018)
No income tox benefit has been brought to account in respact of these losses.
Current Assets - - 4,733,603
Non-Current Assets - - 72,136,538
Total Assets - - 76,870,141
Current Lichilities . - 15,305

Nor-Current Liabilities

Total Liabilties . - 15,305
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7. INVESTMENTS ACCOUNTED FOR USING THE EQUITY METHOD (ConminuEp)

(onsolidated 2004 2003
Parent Parent
S S S
Net Assets - - 76,854,836
Share of Accumulated Losses Atfributable to Associates
Bolance at the beginning of the year - 9,612,787 1,735,269
Share of Associates” net loss for the year - 1,700,764 1,877,518
Diminution in value of investments of Associotes - - -
to recoverable amount
Discontinuation of equity accounting fellowing the
acquisifion of Vital Health Sciences Lt and the
disposal of Petrecycle Lid. . (11,313,551)
Balonce at the end of the year - - 9,612,787
Shoare of Reserves Atfributable to Associates
Balance at beginning of yeor - 15,315,304 3,029,832
Share of an Associate’s . . 12,285,472
Asset Revaluation Reserve
Discontinuation of equity accounting following the
acquisition of Vital Health Sciences Ltd and the
disposal of Petrecycle Ltd. . (15,315,304)
15,315,304
8. WRITE-DOWN OF INVESTMENTS ACCOUNTED FOR
USING THE EQUITY METHOD TO RECOVERABLE AMOUNT
Expense from ordinary activifies resulting from write-down
of investment in Adoil Pty Ltd to recoverable amount
(62,032
(62,032

Notes:
In the 31 December 2003 financial year, the investment in Adail Pty Ltd
was written down to its recoverable value of $1.

9. OTHER FINANCIAL ASSETS (NON CURRENT)
Controlled entifies — unlisted - 106,407,999
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10. INTEREST IN SUBSIDIARIES

Country of 2004 2003

Incorporation  Percentage of equity Percentage of equity

interest held by the  interest held by the

Consolidated entity  Consolidated entity

Vital Health Sciences Ltd Australia 100 -

M 31 December 2003, Phosphagenics Ltd owned 36.7% of Vital Health Sciences Ltd. This investment wos equity accounted af thot date.

Note {onsolidated
S
11.RECEIVABLES
Trade Debtors 44,055
Qther debtors 615,775
659,830
Net Fair Volues
The carrying amount of accounts receivble approximote Net Fair Volues
0s determined by reference to expected net cash inflows.
12.INTANGIBLES
Intellectual Property at cost 105,819,637
Accumulated amortisation -
105,819,637
13.PROPERTY, PLANT AND EQUIPMENT
Furniture and equipment at cost 542114
Less: Accumulated depreciction (262,350)
279,764
Movement in Fumiture & Equipment
Wiitten down volug af beginning of year 95,773
Additions 13,674
Plont and equipment ocquired 24.3) 191,718
Depreciation for year (21,401)
Written down volue ot end of year 279,764

A BN

32 056

2004
Investment
§

106,407,999

2004
Parent

S

20,979

20979

208,979

(120,933)

88,046

95,773
13,674

(21,401)

88,046

482

403

2003
Investment
S

2003
Parent

7,165
57,943

85,708

195,305

(99,532)

95,773
119,716

(23,943)
95,773
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Consolidated
]
14. PAYABLES
Trade Creditors 342,452
Accruals 427 456
Other Creditors 24,535
794,443
Al poyables ore unsecured ond ore payable in Australion doflors.
Net Fair Volues
The carrying amounts of accounts payable approximate
Net Fair Values as determined by reference to expected net cash outflows.
15. PROVISIONS
Current Employee benefits 16,288
16. CONTRIBUTED EQUITY
(o) Issued Shares
499,834,011 (2003: 172,100,867)
Fully Paid Ordinary Shares 134,731,137
The movement in the issued capital of the Company
is as follows:
Opening balance 39,700,813
Shores issued — cash 6,660,586
Shores issued — non<cash (i) 89,188,271
Exercise of options 94,394
Copitol raising costs (912,927)
(losing bolance 134,731,137
The movement in the number of ordinary shores of the
Company is as follows:
Opening bolonce 172,100,867
Shares issued — cash 29,966,941
Shares issued — non-cash (i) 297,294,232
Exercise of options 471,97
Closing halonce 499,834,011

32
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2004
Parent

12,104
31,939
18,200

62,243

13,540

134,731,137

39,700,813
6,660,586
89,188,271
94,3%4
(912,927

134,731,137
Number of Shares

172,100,867
29,966,941
297,294,232
419N

499,834,01

403

2003
Parent

37
22,160
2,641

25118

39,700,813

34,749,960
5,235,500

2,104
(286,751)

39,700,813

151,148,349
20,942,000

10518

172,100,867

(i The fair value of these shares was determined to be the market price at dote of issue. The shares were issued on 31 December 2004 s consideration for

the acquisition of Vital Health Sciences Limited.
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16. CONTRIBUTED EQUITY (ConTiNuED)
{b) Share Opfions
June 2009 options exercisable at 20 cents each

ABN

32 056

482

403

In the period June 1999 to December 2004, indlusive, o total of 717,286 options have been exercised ot 20 cents each of which 471,971 were

exercised in the year under review.

POHOB Options ot 31 December 2004

For the finoncial year ended 31 December 2004 the following movements occurred in quoted POHOB options.

Balance 31 December 2004
Balance 31 December 2003

Net movement in period
Represented by:
Issues

Reductions
Exercised in the period

Net Movement

As at close of business on 31 December 2004 there was a fotal of 59,696,177 unexercised opfions.

Terms and Conditions of Confributed Equity

2004
59,696,177
60,168,148

{471,91)

«@nm

(4n9mn

2003
60,178,666
60,168,148

(10,518}

(10,518)

(10,518)

Ordinary shares have the right fo receive dividends as declared and, in the event of winding up the Company, to parficipate in the proceeds from sale of
all surplus assefs in proportion o the number of and amounts paid up to shares held.

Ordinary shares entitle thair holder ta ane vote, either in person or by proxy, af o meeting of the Company.

Note

17.ACCUMULATED LOSSES
Accumulated fosses ot beginning of year
Transfer from revaluation reserve of the
Portion of the revaluation reserve arising
from o revoluotion in Petrecycle Lid
following the dispasal of the investment
in Petrecycle td 26
Loss from ordinary activities affer
related income fax

Accumulnted losses ot end of yeor

(onsolidated
S
(25,632,929)

3,029,835
(3.148,261)

(25,751,355)

2004
Parent

]
{25,632,929)

3,029,835
(3,148,261)

(25,751,355)

2003
Parent
S

{22,971 318)

(2,661,601)

(25,632,929)
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(onsolidated

S
18.AUDITORS' REMUNERATION

Remuneration paid or due and payable to the auditors of the Company in connection with:

Audit and review of financial reports 29,085
Generol occounting odvice 6,700
Tax consulting services 8,315

44100

2004
Parent

29,085
6,700
8,315

44,00

2003
Parent

$

33,000
3,500
5,872

42372

PKF UK undertook work associated with capitol roising carried out of the UK and were paid fees of $104,164 for due diligence services of which 550,000

was on paid to PKF Melbourne.

19.DIRECTORS” REMUNERATION

The names ond posifions held of specified Directors in office ot ony time during the finandial yeor ore:

Andrew Vizord Chairman and independent Director
lan Pattison# Managing Director

Harry Rosen Executive Director and President
John Mills## Independent Director

Jon Addison Independent Director

Michael Preston### Independent Non-Executive Director
Peter Lewinsky™ NonExecutive Director

Anthony Rebuck** Independent Director

Simon West*** Nor-Executive Director

Alon Fisher**** Independent Director

kK ek

Steven Kormon NonExecutive Director
* Peter Lewinsky resigned 18 Morch 2004

** Anthony Rebuck appointed 18 March 2004, resigned 9 September 2004
bl Siman West resigned 18 March 2004

kkx Hlan Fisher resigned 18 March 2004

*xxxx Steven Koman resigned 11 Februory 2004

# Ion Pottison appointed 4 March 2004

# John Mills appointed 18 March 2004

# Michoe! Preston oppointed 8 November 2004
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19.DIRECTORS” REMUNERATION (ConmNuED)

Specified Directors’ Remuneration

2004 Salary Cash  Non-Monetary Super  Refirement Options Other Total
Fees Bonus Benefits Benefits

A Vizord 60,000 . - 5,400 . - - 65,400
|. Pattison 191,132 - - 17,202 - - - 208,334
H. Rosen 185,000 - - 4,500 - - - 189,500
1. Mills 7,849 - - 9,958 - . . 17,807
). Addison 20,000 - - 1,800 - - - 21,800
M. Preston 3,209 - - - - - - 3,209
P Lewinsky - - - - - - - -
A. Rebuck 9,586 - - 863 . - - 10,449
S. West 100,00 - - . - - - 100,000
A. Fisher 4,301 - - 387 - - - 4,688

582,744 - - 40,110 - - - 622,854

No Directors received options during the year.

2003 Salary Cash  Non-Monetary Super  Retirement Options Other Total
Fees Bonus Benefits Benefits

A Vizard 60,000 - - 5,400 - - - 65,400
H. Rosen - - - - - - - -
J. Addison 20,000 - . 1,800 - . - 21,800
P Lewinsky 4,550 - - - - 4,550
5. West - - - - - - . .
A. Fisher 20,000 . - 1,800 - - . 21,800
5. Korman 20,004 - - - - - - 20,004

124,554 - - 9,000 - - . 133,554

Remuneration Practices

The Company's policy for determining the nature and emounts of emoluments of Board members is as follows:-

The Board is responsible for mcking recommendations on remuneration policies and packages applicable to the Board members. The broad remuneration policy
is to ensure the remuneration package properly reflects the person’s duties and responsibilities; ond that remuneration is competifive in attracting, retaining ond
mtivating people of the highest quality.
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19.DIRECTORS’ REMUNERATION (ConmiNuip)

Apart from termination benefits which accrue under statute (such as unpaid onnual leave, long service leave and superannuation benefits), there are no refirement
benefits. The Company pays superannuation at the required superannuation guarantee rate ond salary sacrificed contributions into an accumuloted benefit type fund
and theretore there are no future licbilities in respect of these payments.

The aggregate remuneration paid to Non-Executive Directors is capped ot the Jeve! approved by shareholders for this purpose. Non-Executive Directors remuneration
reflects the additiona! committees that they may serve on from fime fo fime. There are no termination benefits for Non-Executive Directors.

20. RELATED PARTY TRANSACTIONS

Interest of Directors in Shares and Options in the Company.

Specified Balance Net Change Shares Issued Balonee
Directors 1 January 2004 Other (1) to Vendors of 31 December 2004
Vital Heolth Sciences Ltd
Andrew L Vizard Shares 52,135 1,276 - 123.411-
Options 1,200,000 . 1,200,000
John Mills Shares - 107,667 . 107,667
Options . . - -
Harry Rosen Shares 2,663,000 . 61,367,143 64,030,143
Options 5,050,000 - 5,050,000
fan G. Pattison Shores - 367 667 - 367,667
Options - 350,000 - 350,000
Michael D. Preston Sheres - . 2,372,659 2,371,659
Options - - - .
Jonothan L Addison Shores 4,000 - . 4,000
Options - - - -

{1) Included are shores issued under the Shore Purchase Plan af 28.3 cents per share:
Dr. 1. Pattison — 17,667 shares
Prof. . Mills = 17,667 shares

There were no options acquired during the financial yeor from the Compony.

2004 2003
Transactions with Associates
During the year Phosphogenics Limited charged a service fee to the investee companies for administration services ond to recover a porfion of its
rental expense from Associote Companies under normal commercial arrangements os follows:
Vital Health Sciences Limited 30,492 30,240
Petrecycle Limited 17,640 29160
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21. EARNINGS PER SHARE
2004 2003
cents cents
The following reflects the income and share data used in the
coleulotions of basic and diluted eamings per share.
Basic and dilutive EPS (cents per share) (1.78) (1.74)
Eornings used in the colculation of basic and dilutive EPS (3,148,261) (2,661,601)
Weighted average number of ordinary shares outstanding
during the year used in calculation of basic EPS and dilutive EPS 176,546,440 152,927,990
Potential ordinary shares that are not dilutive and not used in the
calculation of diluted earnings per share:

* Share Options 59,696,177 60,168,148

The share options outstanding were not dilutive, os their conversion would result
in @ reduction in the loss per shore,

22. SEGMENT INFORMATION
The Company operated os a registered Pooled Development Fund until 16 December 2004. The Company’s only primary business segment was investment
and its only secondary geographica! segment is operating in Australio.

23.EVENTS SUBSEQUENT TO BALANCE DATE

There have been no significant events subsequent to balonce date.

24.NOTES YO THE STATEMENT OF CASH FLOWS
{1) Reconciliation of Cosh
For the purposes of the Statement of Cash Flows, cash includes cosh on hand and in banks, deposits at call and bills of exchange with o maturity date no loter
then three months. Cash ot the end of the financiol yeor as shown in the Stafement of Cash Flows is recondled to the related Statement of Financic! Position

items as follows:
Consolidoted 2004 2003
Parent Parent
S S S

(osh 1,221,969 6,736,769 2,311,753




P H O

S P H A G E N T C S L I M 1 T E D

Financial Statements

>

Notes to and Forming Part of the
Financial Statements (Continued)

For THE YEAR ENDED 31 DECEMBER 2004

24.NOTES TO THE STATEMENT OF CASH FLOWS (ConriNuep)

Consolidoted

S

(2) Recondiliation of Net Cash Used In Operating Activities to Operating Loss after Income Tox

Qperating Loss ofter Income Tox

Adjustment for Non-Cash Income and Expense ftems:
Realised Losses/(Profits)

on Marketoble Securifies

Unrealised Losses/(Prefits) on Marketable Securities
Depreciation

Net Expense from Aggregate Share of Associates’:

Loss from Ordinary Activities after Tox

Diminution of investments in Associates

Chonges in Assets and Liabilities:

{Increase) /Decrepse in Receivables
Increase/(Decrense) in Poyables and Provisions
Increase in Other Current Assets

Net Cash Used In Operating Activifies

(3) ENTiTIES ACQUIRED
Vitol Health Sciences Limited

Purchase Consideration

Shares
297,294,232 fully paid Phosphagenics Limited
shares issued ot fair value 30 cents per share

Fair Values of Net Assefs Acquired

Plant and equipment
Inventories
Receivables

Cash

Poyobles

Intellectual property

89,188,271

Cash acquired on acquisition of
Vital Health Sciences Limited

(3,148,261)

{19,488)
21,401
1,700,764

44,729
54,862
(12,568)

(1,358,561)

89,186,271

191,718
7,541
638,851
485,200
{734,948)
88,599,909

485,200

32
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2004
Parent

S
(3,148,261)

(19,488)
- 21,40
1,700,764

44729
54,862
(12,568)

(1,358,561)

89,188,271

2003
Parent
S

{2,661,601)

(70,000)
(13,782)
23,943

1,877,518
62,032

(34,249)
(5,235)
(10,229

(831,603)
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25.FINANCIAL INSTRUMENTS: INTEREST RATE RISK AND CREDIT RISK

The Company manages ifs exposure to inferest rate fluctuations through o formal set of policies and procedures approved by the Board of Directors. The
Company does not engage in any significant financio! instrument fransactions, which are speculative in nature.

Interest Rate Risk Exposure
Exposure to interest rate risks on financiol ossets and liobilities are summarised as follows:

Non-Interest Floating Interest
Bearing Rate Total
] S )
2004
Financiol Assets
Cash - Current

7,221,969 1,221,369

Accounts Receivable - Current 659,830 659,830
Other Financial Assets - Current - .
659,830 7,221,949 7,881,799

Waighted Average Interest Rate . 5.0%

Finonciol Libilities

Payables - Current 794,443 - 794,443

Net Financial Assets (134,613 7,221,969 7,087,356

2003

Financial Assets

Cosh - Current . 2,311,753 2,311,753

Accounts Receivable - Current 65,708 - 65,708

Other Financial Assefs - Current -

Equity Accounted Investments - Non-Current 30,979,541 - 30,979,541
31,045,249 2,311,753 33,357,002

Weighted Average Inferest Rate - 4.8%

Financiol Liahilities

Payables - Current 25,115 - 25115

Net Financial Assets 31,020,134 2,311,753 33,331,887

(redit Risk Exposure .

The maximum credit risk exposure of financiol nssets excluding investments is represented by the carrying amounts of assets recognised in the balance sheet
net of any provisions for losses. The credit risk in respect of cash assefs is minimised as counter-parties are recognised financiot insitutions with occeptoble
credit ratings of A, determined by o recognised rating agency.
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NOTE 2004 2003
26. RESERVES

Asset Revaluafion Reserve

Bolonce at beginning of the year 15,315,304 3,029,832
Tronsfer to cccumuloted

losses of the portion of the revaluation reserve arising

from a revaluation in Petrecycle Ltd following the

disposal of the investment in Petrecycle Ltd (3,029,832

In specie divided — distribution of the

Compony's investment in Pefrecycle Ltd 27 (8,042,399 12,285,472

Balance ot end of the year 4,243,073 15,315,304

The Asset Revaluotion Reserve is used to record increments ond
decrements in the value of non-current assets. The decrecse in the
31 December 2004 financiol year related to the payment of an In
Specie dividend to shareholders on the Company divesting itself

of Petrecycle L1d.

27.DIVIDENDS
0n 27 February 2004, in accordance with o resolution of Directors,
the Company provided o dividend of 58,042,399 fo shareholders
consisting of an in specie distribution of the Company's investment
in Petrecycle Ltd to Phosphagenics Limited’s shareholders os registered
on 9 February 2004. The dividend was paid on the basis of
1 Petrecyle Ltd share for each 10 Phosphagenics Ltd shares held.
The carrying value of Petrecycle Ltd wos determined by the Directors
o represent its foir volue. The Compony hos no franking credits ond
accordingly the dividend wos unfranked.

Balance of Franking Account ot Year End

28.COMMITMENTS FOR EXPENDITURE

Nomcancellable operating lease commitments are:

Not later thon one yeor 106,400 102,729
Later than one year but not later than 5 years 255,370 246,549

361,770 349,278

Non-cancellcble operating leases relote to the rent of office accommodation for a period of 10 months. The Company has on aption to extend its rental lease
for a period of 3 years.

29.STATUTORY INFORMATION
The registered office of the Company is Level 2, 90 William Street, Melbourne, Victoria 3000.
The Company was incorporated and is domicled in Australia.
The number of employees ot 31 December 2004 is 2 (2003: 0).
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Additional Shareholders’ Information -
ASX Listing Rule 4.10. as at 31 March 2005

4

SHARES
Twenty Largest Holdings : Ordinary Fully Paid Shares. As at % Issued Ronking
31/3/05 Shares
Jogra Nominees Pty Ltd 61,367,143 12.28% ]
Paroho Nominees Pty Ltd , 61,367,143 12.28% ?
H Snook Pty Ltd 34,039,529 6.81% 3
ANZ Nominees Limited 27,994,656 5.60% 4
Zohavette Pry Ltd 15,557,867 3IN% 5
Ouokmor Pty Ltd 15,299,926 3.06% 6
Bedison Pty Ltd 12,027,690 2.41% 7
Computershare Compony Nominees Limited 11,259,995 2.25% 8
Glencan Py Ltd 11,120,994 2.22% 9
Decolond Holdings Pty Ltd 8,325,323 1.67% 10
Bruce Robert Butler 7,626,406 1.53% 1
Dalsey Pty Ltd<The Dalsey Super Fund A/C> 6,877,323 1.38% 12
Paradyce Pty Lid 6,101,123 1.22% 13
Shyney Pty Lid 6,020,800 1.20% 14
Lindmark Investments Pty Ltd<Super Fund A/C> 5,734,386 1.15% 15
Volpaia Consultants Pry Ltd 5,694,376 1.14% 16
Anthony Deroso 5,084,270 1.02% 7
Ernest Szoke 5,084,270 1.02% 18
Rijem Py Ltd 5,041,901 1.01% 19
Tenby Investments Pty Ltd 4,559,912 0.91% 20
Sub-Total - Top 20 Holders 316,185,033 63.26%
Sub Total - Other Holders 183,663,813 36.74%
Total Issued Shares 499,848,846 100.00%
Voting Rights
Shares ; One vote per share,
Range of Shareholders 31/3/05
Range Holders Units %
1-1000 275 105,365 0.02%
1001-5000 831 2,671,359 0.53%
500110000 737 5,896,268 1.18%
10001-100000 1,822 60,569,821 12.12%
100001-0VER 330 430,606,033 86.15%
3,995 499,848,846 100.00%

Marketable parcels - Shares
Holdings that ore fess than o marketable porcel of the Company's ardinary fully paid shares os of 31 March 2005 af a dosing price of AS0.35 a share, consisted of
a total of 305 holders each holding o parcel of 1,429 shares ond covering an aggregate of 141,008 shares.

Buy-Back
The Company has not undertaken any share buy-back plans during or since the yeor ended 31 December 2004
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SHARES (CONTINUED)

Substania! Shareholdings
The following Substantiot Shareholdings ('SSH') have been declared to the Company ;

Holder Entitlement to

No. Securities
Harry Rosen 64,030,143
Simon M West 61,367,143
Harvey Snook 34,839,529

Broking Commissions

Date of SSH
Notice
4/1/05
4/1/05
4/1/05

103

Form No.

603
603
603

During the year ended 31 December 2004 the Company disposed of the miscellaneous quoted securifies being the balance of securities transferred from Greenchip

Emerging Growth Limited in 2000.

There were six on-market fransactions on which an aggregate amount of AS587 was paid in brokers commissions.

OPTIONS (Exercise PRICE 20 CENTS EACH)

Twenty Largest Holdings : Expiring 7 June 2009 As ot

31/3/05
Mark Kerr 5,737,500
Peter Lovrence Smith 4,600,000
Berkeley Consultants Pty Ltd 4,397,500
ANZ Nominees Limited 3,517,012
Harry Rosen 2,675,000
Simon M West 2,675,000
Chase Pacifics Fund Inc 2,000,000
Ross & Gina Copelond 1,868,520
Paroha Nominees Pty Ltd 1,250,000
Ferndole Worldwide Limited 1,200,000
Andrew L Vizrd 1,200,000
Paroho Nominees Pty Lid<Superannuation Fund A/G 1,125,000
Harvey Snook 1,125,000
Rijem Nominges Pty Lid 1,110,625
Noarlunga Nominees Pry Ltd 1,100,000
Ross & Gina Copeland 883,887
Stephen Friedman 800,000
SSDG Pry Ltd<SSDG Super Fund A/G> 540,000
Mark Camozzo 500,000
Lindmark Investments Pty Ltd<Stoff Super Fund A/C> 494,973
Sub-Total - 20 Largest Holders 38,800,217
Sub Total - Other Holders 20,881,125
Total Issued and Unexercised Options 31 March 2005 59,681,342
Voting Rights

Qptions corry no vofing rights.

% lssved
Warrants

9.61%
1.1%
1.37%
5.89%
4.48%
4.48%
3.35%
3.13%
2.09%
2.01%
2.01%
1.89%
1.89%
1.86%
1.84%
1.48%
1.34%
0.90%
0.84%
0.83%

65.01%
34.99%

100.00%

Ranking

O CO O~ U B N

U B R —
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OPTIONS (coNTINUED)

Range of Warrent Holders

Range Holders

1-1000 - %4

1001-5000 ’ 475

5001-10000 186

10001-100000 ‘ 235

100001-0VER 83
1,003

Marketoble Parcels - Options
Not applicable o options are not the Company's main security.

Options - Exercise Dates

31/3/05
Units
41,197
1,212,744
1,380,054
7,760,390
49,286,957

59,681,342

48

403

%
0.07%
2.03%
2.31%

13.00%
82.58%

100.00%

Each option may be exercised on the first day on which ADI's {os defined in the Banking Act 1959 (Cth) are open for business in Melbourne , Victoria (excluding
Saturdays end Sundoys) in any month in which the aption is granted to the date of its expiry inclusive or during the period of ¢t least 7 business days before the
record date for determining particination in any bonus ond /or cash issues. Optionholders are referred to the terms and conditions of the June 2009 options for

addifional information.

Restricted Securities/Unquoted Securities
As at the date of this Report :
1. There are no unguoted securities;

2. With regard fo the 297,294,232 ordinary shares issued on 31 December 2004 to the vendor shareholders of Vital Health Sciences Limited, as
authorised by shoreholders of the General Mesting held on 29 Jonuory 2004, and by voluntory agreement by such vendor shareholders, the
297,294,232 shares were deemed to consist of three equal tranches of shares of which tranches two ond three ore restricted os fo trading or deoling

untit 1 July 2005 and 1 January 2006 respectively; and

3. As part of the listing of the Company's shares on the UK Alternative Investment Market Directors hove entered into ‘lockdn’ agreements until 29 July

2005. Such agreements reshrict the Directors abifity to sell shares.
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